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UNITED STATES 


U.S. Trade Protectionism To Target Asia 


93CM0423A Hong Kong CHING-CHI TAO-PAO 
[ECONOMIC REPORTER] in Chinese No 2320, 
24 May 93 pp 32-34 


[Article by Cao Yunhua: “Clinton’s Foreign Trade 
Policy Is Not Good for Asia”} 


[Excerpts] The foreign trade policy that Clinton has been 
following since coming to power will have a profound 
impact not only on the U.S. economy and trade, but also 
on the economic and trade development of the world. So 
far, the so-called “fair trade” foreign trade policy pro- 
posed by Clinion shows obvious protectionist tenden- 
cies, or is based on using protectionism to fight other 
countries’ protectionism. The new administration has, 
first of all, targeted Europe, and is likely to target Asia in 
the days to come. This article will analyze the essence 
and background of Clinton’s foreign trade policy and 
what impact this policy will have on the Asian countries. 
[passage omitted] 


Impact on Asia 


Asia is the most important trading partner of the United 
States. In 1991, U.S. bilateral trade with the Asian region 
totalled $319.4 billion (including Japan, the same 
below), accounting for 34.3 percent of the total value of 
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trade. On the other hand, in the same year, U.S. bilateral 
trade with 17 West European countries totalled $219.8 
billion, accounting for 23.6 percent of the total value of 
U.S. trade. In other words, the value of U.S. trade vith 
Asia was 45 percent larger than the value of U.S. trade 
with West Europe; and the former value was nearly $100 
billion larger than the latter value. However, Asia is also 
the main source of the huge U.S. trade deficit. In recent 
years, U.S. trade deficit has decreased continuously, but 
still amounted to $87.5 billion in 1991 (as much as 
$171.2 billion in 1987). In this respect, the United States 
has maintained trade surpluses with 17 West European 
countries, Australia, and New Zealand, with an overall 
surplus totalling $15.2 billion. But the United States has 
a trade deficit with Asian countries, a deficit amounting 
to as much as $87.8 billion. The United States has 
maintained trade deficits with almost all the major Asian 
countries an¢ areas. Its trade deficit with Japan 
amounted to $46.9 billion, accounting for 53.4 percent 
of the U.S. trade deficit with Asia. The trade deficit with 
China amounted to $14 billion, accounting for 16 per- 
cent of the U.S. trade deficit with Asia; and it had trade 
deficits with all such countries and areas as Taiwan, 
Hong Kong, the ASEAN countries, the ROK, and India 
(see the table below). 


The table below shows that some large Asian countries, 
the ASEAN countries, and the newly industrializing 
economies are the main trading partners with which the 
United States have huge trade deficits. These Asian 
countries will doubtless bear the brunt of Clinton’s “fair 
trade” policy. 





U.S. Trade With Major Asian Countries and Areas ($100 million, 1987-1991) 









































1987 1988 1989 1990 1991 
Import; Export; Bal- Import; Export; Bal- Import; Export; Bal- Import; Export; Bal- | Import; Export; Eal- 
ance ance ance ance ance 
Japan 881 283 -598 931 376 555 971 446 -525 931 486 445 950 482 -468 
China 69 35 34 93 50 -43 129 58 71 163 4k 115 203 63 140 
Hong 105 40 -65 108 $7 $1 102 63 39 100 68 32 97 8! 16 
Kong 
India 27 15 -12 32 25 ? 36 25 11 34 25 9 34 20 14 
Indo- 37 8 29 35 il 24 39 13 26 37 19 18 36 19 17 
nesia 
ROK 180 81 99 212 113 89 205 135 70 193 144 49 177 155 22 
Malaysia 31 19 22 39 21 18 49 29 20 $5 34 21 64 39 25 
Philip- 25 16 9 29 i9 -10 33 22 11 36 25 11 37 23 14 
pines 
Singa- 64 41 23 82 $7 25 92 74 18 101 80 21 102 88 14 
pore 
Thailand 24 15 -9 34 19 -15 46 23 -23 56 30 26 65 38 27 
Taiwan 264 74 -190 262 120 -142 256 113 -143 239 :15 -123 242 132 -110 


















































Source: IMF, Direction of Trade Statistics Yearbook 1992 





All signs indicate that while hitting Europe with the “fair 
trade” policy, the Clinton administration is also plan- 
ning to hit Asia. According to U.S. newspaper reports, 
the U.S. Administration has already been using more 
stringent measures to handle the imports and exports 


passing customs at Los Angeles, the main port used in 
U.S. trade with Asia. With regard to exports, in the past 
the focus of inspection was on illegally transferred arms, 
controlled chemical products, and high-tech products; 
recently the illegal transfer of cash has also been made a 
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oils ot ictdiadiesn. “hs oii in Uiidtin: dite Chath 
States has begun considering Japan and China to be 
major targets of tariff-evasion inspections. The Los 
Angeles customs office will also conduct aggressive 
inspections so as to ferret out and seize products 

involving infringement of intellectual property rights 
and products that will adversely affect the health of the 
public, and will be more watchful in conducting random 
inspections. 


This is not the first time that Asian countries have 
experienced U.S. protectionism; they have already expe- 
rienced U.S. protectionism. For instance, as early as 
1988 the United States terminated the generalized 
system of preferences treatment granted to the “four 
little dragons” “is thea ccadaaiie aonmian daw 
Administration has been continually creating man 
obstacies to trade between China and the United States. 
In the 1992 Trade White Paper of Japan issued last year, 
Japan also expressed the view that the since the 1970s 
the United States has been employing many protec- 
ee ne 
apan. 


Countermeasures of Asian Countries 


In view of ascending U.S. trade protectionism in recent 
years, many Asian countries have adopted policies such 
as market diversification and increasing in 

trade, so as to reduce dependence on the U.S. market. 
The “four little dragons” of Asia have made significant 
progress in this respect. According to statistics, exports 
from the “four little dragons” in 1986 to the United 
States accounted for 41 percent of Taiwan's total 
exports; 33 percent of the ROK’s total exports; 16 
percent of Hong Kong’s total exports; and 20 percent of 
Singapore's total exports. In 1991, the respective figures 
became smaller: 30 percent of Taiwan’s total exporis, 25 
percent of the ROK’s total exports; 9.5 percent of Hong 
Kong’s total exports; and 17 percent of Singapore's total 
exports. Other major Asian countries are moving in the 
same direction as the “four little dragons” are. For 
instance, the degree of dependence of India’s exports on 
the U.S. market was 19.5 percent in 1986, but fell to 15.3 
percent in 1991. Indonesia’s rate fell from 19 percent to 
12 percent; and Japan’s rate fell from 33.9 percent to 
29.3 percent. 


However, there are also some Asian countries that have 
increased export dependence on the U.S. market in 
recent years. For example, the rate of dependence of 
China’s exports om the U.S. market was 8.4 percent in 
1986, but increased to 8.6 percent in 1991; Thailand's 
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In view of these trends, we can come to the following 
conclusion: Countries (or areas) in the former category 
are likely to suffer less from Clinton’ s “fair trade” policy 


category are likely to suffer more from the disruptive 
effects of Clinton's “fair trade” policy because they are 
continuously increasing their dependence on the U.S. 


Trade relations between the United States and Japan are 
already very tense; and trade relations between China 
and the United States are now also facing many hurdles. 
Both China and Japan are large Asian powers, and thus 
the deterioration of trade relations between the United 
those two countries will inevitably have 
harmful impact on other Asian countries (or areas). For 
example, currently, the “four little dragons” of Asia, 
the ASEAN countries are all investing huge 
amounts of capital in the building of factories in China. 
However, the products of those factories will not stay in 
the mainland market, but will be exported, in large 
quantities, to the United States and other countries. If 
the United States terminates China’s most- 
ion treatment or adopts other tough mea- 
sures, there will not only be a harmful impact on China 
but also have serious harmful impacts on the 
bg yb ye canon teem hla rene 
wielding the knife of protectionism, the United 
in mind that while hurting its adver- 

urt itself and its friends. 


fi 


aff 
a8 
He 


Asia is no longer the Asia of yes- 
has become a new center of economic 

in the world. Eapectally, the Bast Asian repioa has 
unprecedented econumic vitality. In recent years, 
focus of U.S. foreign trade and the U.S. economic 
relations has also begun to shift toward the Asian region. 
In addition, the economic strength of the Asian countries 
continuously ing, and the Asian countries have 
huge market potential. Thus, the United States will not 
dare to take bold actions lightly. In the near term, the 
Clinton administration is likely to adopt some tough 
measures to deal with China and Japan, but is unlikely to 
go very far. From a long-term perspective, the prospects 
for U.S. trade with Asia are still promising. Maintaining 
good trade relations between the United States and Asia 
is not only necessary to the developing region of Asia, 
but also in accord with the interest of the United States. 


aE 
rf 
Hi 
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Strengthening Party Organizations in Enterprises 
93CM0398A Beijing QIUSHI [SEEKING TRUTH] 
in Chinese No 13, 1 Jul 93 pp 36-39 


[Article by Yu Yunyao, affiliated with the Organization 
Department of the CPC Central Committee: “Thoughts 
on Enhancing and Improving the Building of Party 
Organizations in State-Owned Enterprises”] 


[Text] Editor’s note: In the process of establishing the 
system of socialist market economy, party organizations 
in enterprises are faced with many new situations and 
issues in the areas of ideology, organization, style, and 
institutional development. The 14th CPC Congress 
pointed 01 ' Laat state-owned enterprises should give full 
play to party organizations’ role as political cores, and 
that other economic organizations should also proceed 
from reality and vigorously carry out the work of per- 
fecting the party’s organizations and working system. To 
put into practice the main ideas enunciated by the 14th 
CPC Congress and to promote the building of party 
Organizations in enterprises, the Political Theory 
Department of this journal and the Wafangdian Bearing 
Plant of Liaoning will cosponsor the “Wafangdian 


party organizations in enterprises, in an effort to study 
the issues confronting the work of enhancing and 
improving the building of party organizations in enter- 
prises in the new era and to explore ways to resolve those 
issues. From this issue onward, this journal will publish 
some of the solicited contributions. Comrades across the 
country are welcome to actively contribute their papers, 
taking part in th- contest activities. [end editor’s note] 


Why is it necessary to give emphasis to the building of 
primary party organizations? The party constitution 
adopted at the 14th CPC Congress succinctly and pro- 
foundly states the reason in one sentence: “Primary 
party organizations are the party's fighting bastions in 
grassroots organizations in society, and are the basis of 
all the work and fighting power of the party.” This point 


principle of party building is not obsolete. It is not a 
pointless exercise to state this point. The idea of weak- 
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| now still express doubts about the necessity to establish 


party organizations and carry out party activities in 


enterprises’ op 
owned enterprises move toward the market? The answer 
is affirmative. The party constitution revised and 


adopted at the 14th CPC Congress explicitly stipulates: 


mentation of the party’s and the state’s general and 
specific policies in their respective enterprises; support 
plant directors (managers) in exercising their power and 

their duties in accordance with the law, and 
adhere to and perfect the eytem of plant director (man- 


For party organizations in enterprises to perform well 
those duties and truly play the role of political cores, it is 
very important to grasp the follow ing several points. 


ating mechanisms and making enterprises move toward 
the market, the key to giving vitality to party building 
work in enterprises lies in doing a good job of writing the 
big article, “subordination and service.” To carry out 
work on the basis of making the work 
around production and business opera- 
make the work subordinate to and serve the 
it is not to lower its status or reduce its role, 
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party building work and ideological and 
will not be able to produce results, and are 
ineffective. “Having two skins” is conducive 
economic work nor the building of the party 
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to neither 


not a trivial one, but a high-grade one; and is not a 
passive one, but an active one. Only when party building 
work in enterprises finds the appropriate connecting 
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judging the results of party building work, will the work 
be able to play its role in the right manner and manifest 
the value of its own existence. 


Second, actively support directors (managers) in their 
activities of exercising their power and performing their 
duties in accordance with the law, and improve the 
capability to participate in decision making on impor- 
tant issues. Directors, as representatives of the legal 
persons of the enterprises, make decisions on imporiant 
issues in production operations and management; party 
organizations should take the initiative to provide active 
support. To make decision making scientific, demo- 
cratic, efficient, and capable of absorbing the wisdom of 
all in the leadership groups and of the broad masses of 
employees, so as to avoid or reduce errors, is not only the 
responsibility of enterprises’ executives which should 
assume the main responsibility, but also the responsi- 
bility of party organizations which also have major 
responsibility. Without participating in decision making 
on important issues in production and business opera- 
tions, on important cadre and personnel issues, and on 
important issues affecting the personal interests of 
employees, party organizations will not be able to display 
their role as political cores, and it will also be difficult to 
do other work well. 


Participating in decision making is not to directly make 
decisions. Therefore, it is very important to give 
emphasis to the issue of what approaches and methods 
are to be used. In view of the experience of many 
enterprises, the party committee should enhance partic- 
ipation consciousness and improve the quality of partic- 
ipation. Members of the leadership team should famil- 
iarize themselves with economic work, get to understand 
production and business operations, be good at con- 
ducting in-depth investigation and study, and have high 
policy and theoretical competence. Only in this way will 
they be able to speak to the point and suggest good ideas. 
An enterprise’s executives should enhance their sense of 
the need to rely on the party organization and the masses 
of employees in an effort to manage well the enterprise: 
party member executives should, on their own, make 
effort to enhance their sense of the party and the sense of 
the masses. A political core is a party organization but 
not an individual. If an executive is a party member, he 
himself would be part of the core, instead of being 
outside the core. It is also necessary to ensure the party 
committee’s participation in the effort to implement, in 
practice, the decisions on important issues, through 
establishing necessary systems and working order. 


Third, continuously improve the building of enterprises’ 
party organizations themselves so as to meet the require- 
ments of the effort to transform enterprises’ operating 
mechanisms and to make enterprises move toward the 
market. Continuing enterprise reform has raised multi- 
faceted requirements in regard to improving the building 
of enterprises’ party organizations themselves. With 
regard to the quality of the leading members of a party 
committee, each member of the leading group is required 
to strive to be versatile so as to “be specialized in one 
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thing and competent for several things,” mastering new 
knowledge and learning new skills; and it is especially 
necessary to acquire the ability of conducting party 
building work in close connection with economic work. 
With regard to the composition of a party committee’s 
leadership team, it is required that the share of party 
member executives in the team be appropriately 
increased, or that the practice of holding concurrent 
party committee and executive positions and of rotating 
personnel be adopted. With regard to assigning jobs of 
major party leaders and executives, if there are the 
necessary conditions (mainly regarding the quality of 
cadres), one person should hold the positions of director 
(manager) and party commiitee secretary concurrently; 
in a large or medium-sized enterprise a full-time deputy 
secretary should be appointed. However, it is still neces- 
sary to proceed from the actual situation. If holding 
concurrent positions is appropriate, then hold concur- 
rent positions; if specializing in one job is appropriate, 
then specialize in one job. Do not try to apply one model 
under all situations. The comrades helding concurrent 
positions should pay special attention to the need to 
“taking charge of two tasks,” exercising two powers and 
assuming responsibilities for two things. With regard to 
the institutional arrangements of party work offices and 
the employing of full-time personnel, enterprises should 
be allowed to independently make decisions based on 
taking account of their specific conditions as long as the 
decisions are in accord with the principles of stream- 
lining, efficiency, and being conducive to integrating 
party building work with economic work; it is necessary 
not to strive to make lower-level arrangements corre- 
spond to higher-level arrangements. With regard to the 
party committee and those executive offices doing sim- 
ilar work, it is proper to adopt the practice of having one 
set of offices perform two functions, that is, “having one 
team, but putting up two signs.” With regard to party 
organizations’ working methods and operating modes, it 
is necessary to enhance routine work and to enhance the 
building of workshops and squads. The various activities 
of party organizations should become more closely 
linked to production and business operations and to 
party members’ actual thinking, be multifaceted and 
lively, and be aimed at producing results. 


To enhance the building of primary party organizations, 
it is important to improve the quality of party members. 
According to statistics prepared toward the end of last 
year, the party has a total nationwide membership of 
over 52 million. This can be said to be large, but can also 
be said to be small. Nationwide party members account 
for approximately 4.5 percent of the general population: 
this is not a large share. However, as large amcunts of 
data tell us, it is true that a small number of party 
members have failed to play their role, and that under 10 
percent of the party members are completely unquali- 
fied. Consequently, while we should certainly affirm that 
on the whole the quality of party members is good, and 
that the overwhelming majority of party members are 
able to play their vanguard and model roles on all fronts 
and in all areas of work as required by the party 
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constitution, we—nevertheless—also have to realize the 
fact that some party rnembers are not of high quality and 
are not that qualified, that a very small number of them 
have degenerated into corrupt elements, that those 
should get out have not yet left, and that it is this part of 
the party membership that is not needed. 


Two problems in the current state of the party member- 
ship are worth attention. First, the average age of party 
members is getting older. The average age of party 
members was 34 in 1957; 37 in 1965; 44 in 1987; and 
already over 46 at the end of last year. According to 
Statistics prepared toward the end of last year, those 
under 35 accounted for 21.4 percent of the party mem- 
bership; approximately 2 million of those were under 25, 
accounting for only 3.9 percent of the total party mem- 
bership. Meanwhile there were over 7.6 million party 
members who were 60 or older, accounting for 14.4 
percent of the total. Of course, there is no such thing as 
retirement of party members. But it is necessary that 
large numbers of young and robust party members play a 
role on all fronts and in various posts. Only by continu- 
ously replacing the old with the new, will the ranks of 
party members be able to keep vitality and vigor. 
Second, in all sectors and industries the share of front- 
line party members is on the decline. Take the example 
of state-owned industrial and transport enterprises. The 
share of worker party members has fallen from 13.8 
percent in 1978 to less than 10 percent at present. The 
share of squads without party members increased yearly, 
rising from 27.6 percent in 1978 to 34.5 percent last year. 
There are still no party members in approximately 30 
percent of the foreign-funded enterprises—a rapidly 
developing sector; party organizations have been estab- 
lished in oniy less than half of these enterprises. 


In recent years, the Central Committee has been giving 
great emphasis to the work of recruiting party members 
among those in the production front line and young 
people; and the localities have adopted active measures 
and achieved results in their work. Workers, peasants, 
technical personnel of various expertise account for 
approximately 60 percent of the party members newly 
recruited in the past two or three years; and over 
two-thirds of them are under 35 years old. In the future, 
the work of recruiting party members should accommo- 
date the requirements of reform, opening to the outside, 
world and modernization. Under the precondition of 
adhering to the standards and ensuring quality, it is 
necessary not to relax in the recruiting effort, but to 
persistently and vigorously conduct recruiting as a rou- 
tine part of party building work. It is necessary to adhere 
to the principle of joining the party on a voluntary basis 
and recruiting members on an individual basis, and to 
focus—in the work—on educating and cultivating activ- 
ists who are eager to join the party. 


How do we hold on to party spirit under the new 
historical conditions? How do we make the party mem- 
bers’ vanguard and model roles reflect the characteristics 
of the times? In this regard, it is also necessary to be clear 
about some basic points: 
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First, the new situations and new tasks make new 
demands on party members, but this does not mean that 
the standards for party members can be !owered. When 
party members lose their progressiveness, the party will 
collapse without being attacked. No matter how tasks 
and environment change, some things should never 
change. For instance, one should serve the people whole- 
heartedly and keep close relations with the masses; the 
interests of the party and the people are above everything 
else, and individual interests are subordinate to the 
interests of the party and the people; one should show a 
high sense of being part of the organization and strictly 
observe discipline, accomplishing these on a highly vol- 
untary basis; and one should act in accordance with 
communist ideology and ethics. The reason why those 
things should remain unchanged is that those things stem 
from the nature of the party and the historical tasks of 
the party. Undoubtedly, communists should resolutely 
follow the party's basic line and various general and 
specific policies for the present stage. This is an impor- 
tant sign indicating that a party member has the party 
spirit. Party members’ faithfulness to communist ideals 
and their resoluteness in following the line and general 
and specific policies for the present stage are united in 
the great practical effort to build socialism with Chinese 
characteristics. A weli-known remark by Comrade Mao 
Zedong is indisputably correct: “Current effort is made 
for the purpose of reaching the grand goal in the future. 
If one loses sight of the grand goal, one is no longer a 
communist; but, if one relaxes in the effort today, one is 
no longer a communist either.” 


Second, the characteristics of the times reflected in the 
party members’ vanguard and model roles in the new era 
lie in resolutely implementing and following the party’s 
basic line and various general and specific policies, in 
being devoted to the cause of reform, opening to the 
outside world, and modernization, and in bringing along 
the masses in conducting hard struggle for economic 
development and social progress and producing real 
achievements. Deviating from this direction would make 
it no longer possible to demonstrate party members’ 
progressiveness. All this requires that party members 1 ot 
only have high ideological and political qualities, but 
also master some scientific, technological and cultural 
knowledge and have high professional competence. 
Party members should become models of being both red 
and expert, and become experts and specialists in their 
areas of work. Orly in this way would it be possible to 
really practice serving the people, instead of just 


repeating the slogan of serving the people. 


Third, when engaged in economic activities, party mem- 
bers should doubtless act in accordance with the laws of 
value, and emphasize such principles as those of equal 
exchange, distribution according to work, and material 
interests; furthermore, they should become conversant 
with, and master, those things, so as to promote the 
development of socialist market economy and make 
contributions to the liberation and development of pro- 
ductive forces. Accomplishing these things will serve the 








3 
: 
= 


fundamental interests of the people and indicate that 
those involved have the party spirit. A basic feature of 
market economy is competition, in which the superior 


tion between the state and enterprises, among enter- 
prises, among localities, among different sectors, 
between individuals and the state or individuals and 


times become very intense. Under such circumstances, it 
is especially important for communists to establish cor- 
rect views on material interest. First, party members, 


modity exchenge into the internal political lie of th 


interests and of exchanging power for money— 
phenomena which the masses deeply detest—are allowed 
to develop, the party will inevitably suffer self- 
destruction. In the political life within the party, whether 
in implementing the party’s political, ideological, and 
Organizational lines and adhering to the principle of 
democratic centralism or in strictly enforcing party dis- 
ciplines, conducting criticism and self-criticism, and 
combatting various erroneous tendencies, it is always 
imperative to act in accordance with the 

principles, but not to act in accordance with the principle 
of commodity exchange. The commodity-exchange prin- 
ciple’s invasion of social life and i rela- 
tions—not to mention the political life within the 
party—wouid lead to great spiritual and moral declines, 
or even to severe deterioration of overall social conduct. 
Even in purely economic activities, all thoce with integ- 
rity—not to mention communists—should emphasize 
the role of spiritual and moral forces, for under many 
circumstances material motive force cannot replace spir- 
itual motive force. 


In the practice of building socialism with Chinese char- 

acteristics, communists should, in accordance with the 

demands made by the party, strive to cultivate their own 

contemporary image: They emancipate the mind, seek 
resolutely 


ny ary by = implement and follow the 
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party’s basic line, and stand on the forefront of reform, 
opening to the outside world, and developing a socialist 
market economy. They explore and advance, do real 
work, sincerely promote the interests of the people, and 
lead the masses in the effort to produce results in 
economic development and social progress. They study 
hard, are both red and expert, learn to swim in the ocean 
of market economy, and strive to become experts in their 
own areas of work. They struggle hard, make sacrifices 
selflessly, and are not only vanguards in the process of 
developing socialist material civilization, but also 
models of making effort to build socialist spiritual civi- 
lization. 


Gong Yuzhi on Formation of Deng’s Theory 
93CM0380A Shanghai WEN HUI BAO in Chinese 
23 Jun 93 pp I, 6 


[Article by Gong Yuzhi (7895 5148 0037), former deputy 
director of the Central Propaganda Department: 
“Threads and Stages—Questions Concerning the For- 
mation and Development of Deng Xiaoping’s Theory on 
Building Socialism With Chinese Characteristics”’] 
[Text] The 14th CPC Congress report gave a scientific 
definition of Deng Xiaoping’s theory on building 
socialism with Chinese characteristics. This definition 
has provided the essential guidance for our study of the 
threads and stages in the formation and development of 
this theory. 


I. A Sharp Grasp of the Themes of the Age 


The definition begins by emphasizing the time setting 
and historical conditions in the formation and develop- 
ment of this theory—“under the historical conditions in 
which peace and development had become the themes of 
the age.” While the historical conditions of the age are 
objective facts, they can only be grasped when correctly 
reflected in subjective human consciousness. This cor- 
rect understanding and sharp grasp of the themes of the 
age are the threads that we should seize hold of when 
studying the formation and development of Deng Xiaop- 
ing’s theory on building socialism with Chinese charac- 
teristics. 

Peace provides a favorable international climate for 
development. Comrade Deng Xiaoping says: While we 
had always emphasized the danger of war for many 
years, around the time of the Third Plenary Session of 
the iith CPC Central Committee we reassessed the 
international situation, changing our previous stand that 
war was unavoidable. While we always used to be 
worried about war, speaking about it invariably every 
year, this concern now seems to have been overdone, 
with the struggle for a long-range peaceful international 
climate now a possibility. “The policy of wholehearted 
devotion to development that we set forth in 1978 was 
based on this judgement.” 


Development is a demand of the Chinese people, as well 
of the peoples of the world, particularly the four-fifths of 
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the human race who live in undeveloped countries. The 
CPC’s grasp of this point is an understanding of the 
aspiration of our nation, as well as of China’s responsi- 
bility to humanity. Under the historical conditions in 
which peace and development became the themes of the 
age, the world’s scientific and technological revolutions 
made soaring advances, with the developed capitalist 
countries, as well as the rising industrialized nations and 
regions around China, quickly developing their produc- 
tive forces. So China’s development was faced with a 
severe historical challenge and a rare historical opportu- 
nity. This is why Comrade Deng Xiaoping emphasized 
that “developrnent is a hard truth,” as well as the need to 
grasp the current favorable peaceful international cli- 
mate, by “seizing the time for self-development.” 
While neither of the two major issues of peace and 
development have yet been resolved, they have certainly 
become the themes of the age that the peoples of the 
world are struggling to resolve and for which resolution 
is possible. Peace contributes to development and vice 
versa, with the new understanding of this relationship 
being tied to the contemporary conception of socialism. 
Has not Comrade Deng Xiaoping repeatedly said that “it 
is only socialism that can develop China, the ultimate 
persuasion of those who do not believe in socialism 
depends on our development,” and the finai demonstra- 
tion to the world »f the superiority of socialism will be 
based on our development? 


Il. Where Did the Theory Originate? 


The definition goes on to emphasize the practical basis 
for the formation and development of this theory—‘in 
the course of China’s reform, opening, and socialist 
modernization.” As the Third Plenary Session of the 
11th CPC Central Committee signified 2 great historical 
turning point, being the beginning of reform, opening, 
and focusing our efforts on socialist modernization, it 
was the origin of the formation and development of this 
theory. 


Would :t be possible to trace this origin further back in 
time? I believe that it should be clearly confirmed that 
the theory originated around the time of the Third 
Plenary Session of the 11th CPC Central Committee, 
and that we must not confuse this beginning or its 
significance. 


Of course, the “beginning” did not come all at once. We 
can trace back the deliberations on the emergence of this 
theory to 1975. At that time, Comrade Deng Xiaoping 
was in charge of the Central Committee’s regular work, 
at the start of a full-scale rectification. While this recti- 
fication could not clearly point out that the “Great 
Cultural Revolution” had been essentially wrong, it was 
certainly directed at the consequences created by its 
mistakes. So it could be said that this all-out rectification 
was generally divorced from and opposed in guiding 
ideology to the then dominant thinking on the Cultural 
Revolution. In this sense, a new guiding ideology was 
emerging. As Mao Zedong could not tolerate Deng 
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Xiaoping’s systematic correction of Cultural Revolution 
mistakes, this brought a wave of reversed verdicts 
involving criticism of Deng and counterattacks against 
rightist deviations. Later came the “two whatevers” 
campaign. Just as childbirth is painful, the anti-rightist 
criticism of Deng and the “two whatevers” campaign 
could be said to be two rounds of labor pains prior to the 
birth of the new line and theory represented by Deng 
Xiaoping. 


Comrade Deng Xiaoping has said since that the rectifi- 
cation of that time was to set right things that had been 
thrown into disorder. He has also said that: Reform was 
actually already being experimented with in 1975, being 
called at that time rectification, primarily to restore 
production order, which enjoyed great popular support 
and reflected the people’s wishes. But it was only after 
the Third Plenary Session of the 11th CPC Central 
Committee reestablished a pragmatic guiding ideology, 
setting the focus of the whole party and country on 
developing the productive forces, that reform was 
restarted. 


So I believe that it is reasonab‘e to trace back the origin 
of the deliberations on the emergence of Deng Xiaop- 
ing’s theory on building socialism with Chinese charac- 
teristics to the all-out rectification of 1975. The earliest 
published volume of The Selected Works of Deng Xiaop- 
ing, which includes selections from 1975, reflects pre- 
cisely the actual circumstances of this historical devel- 


opment. 


Ill. Three Crucial Relationships in the Historical 
Experience of the PRC 


So could we trace the theory back even further? While 
some articles trace it back to 1956 when the Eighth CPC 
Congress made Comrade Deng Xiaoping General Secre- 
tary, and others even to 1949 at the time of the Second 
Plenary Session of the Seventh CPC Central Committee, 
I believe that this needs further analysis. I hold that those 
times were not part of the beginning of the formation 
and development of Deng Xiaoping’s theory on building 
socialism with Chinese characteristics, nor did they 
involve direct deliberations prior to the emergence of 
this theory, but rather were part of the links and legacy of 
the historical experience prior tu this theory. 


Our party undoubtedly began in 1956 to explore China’s 
building of its own socialist path. This was an effort and 
contribution of first-generation collective Central Com- 
mittee leadership centered on Mao Zedong. This was 
even more the case from 1949 to 1956. As Comrade 
Deng Xiaoping was a member of the first-generation 
collective Central Committee leadership, particularly 
after he was made General Secretary by the Eighth CPC 
Congress, ke naturally shares in the credit of the efforts 
and contributions made by collective central leadership. 
Comrade Deng Xiaoping has also said that as he was one 
of China’s leaders after the the Eighth CPC Congress, he 
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also shares in the responsibility for mistakes made by the 
party Central Committee before the Cultural Revolu- 
tion. 


We have pointed out that during the decade of explora- 
tion from 1956 to 1966, the party’s guiding ideology 
underwent two development trends. One was correct and 
a more proper trend in that, in the process of exploring 
China’s building of its own socialist path, the party 
formed certain correct and more proper theoretical 
stands, principles and policies, accumulating certain 
correct and more proper practical experiences. These 
were mainly the positive achievements derived from 
explorations for over a year around the time of the First 
Session of the Eighth CPC Congress in 1956, during the 
eight or nine months prior to the Lushan Conference in 
1959, and in the five year economic adjustment after the 
winter of 1960. But the other development trend was 
wrong in that, in the course of exploring China’s building 
of its own socialist road, the party formed certain mis- 
taken theoretical stands, policy thinking, and practical 
experiences. Comrade Deng Xiaoping has said since that 
“the leftist’ ideology began to rear its head after 1957, 
gradually gaining the upper hand.” During this decade of 
exploration, these correct and wrong development trends 
were certainly not absolutely separate, many times infil- 
trating and intertwining, coexisting not only in the whole 
party’s joint explorations, but also often in a single 
individual's understanding of the development process. 


In other words, the key representative of both the correct 
and wrong development trends of that decade was gen- 
erally Mao Zedong. Most of the things accumulated in 
the correct development trends were proposals of Mao 
Zedong or of other leaders that won Mao’s support, 
belonging to the achievements of the socialist age under 
the collective braintrust of Mao Zedong Thought. But 
the wrong development trends accumulated and resulted 
in the practice and theory of the Cultural Revolution, 
belonging to Mao Zedong’s old-age mistakes. 


This brings up the question of the relationship between 
the explorations of the first-generation collective central 
leadership centered on Mao Zedong to build China's 
own socialist road, and the practice and theory of the 
second-generation collective central leadership focused 
on Deng Xiaoping on building socialism with Chinese 
characteristics. How should this relationship be ana- 


lyzed? 


I have always held that the latter is not simply an 
extension of the former, but that they involve the three 
key relationships of rectification, legacy, and develop- 
ment/creativity. 


Rectification of Cultural Revolution practical and theo- 
retical mistakes was the turning point in the formation of 
Deng Xiaoping’s theory on building socialism with Chi- 
nese characteristics. Comrade Deng Xiaoping has said 
over and over that: Without the lessons learned from the 
Cultural Revolution, it would have been impossible to 
set forth the policies since the Third Plenary Session of 
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the 11th CPC Central Committee. The Cultural Revolu- 
tion forced us to conscientiously consider taking a new 
path. In this sense, the Cultural Revolution made a great 
“contribution.” In other words, bad things can turn out 
good ones, with the key being to face up to and sum up 
their lessons. So rectifying and summing up the Cultural 
Revolution is another thread that we must grasp in 
studying the formation and development of this theory. 


Carrying forward in theory and practice the legacy of all 
correct things accumulated in past explorations reflects 
our party’s continuity in developing the socialist cause. It 
needs to be seen that rectifying mistakes is based on 
confirming the fundamental successes of Chinese 
Thought, absolutely not on a complete negation of our 
history. If we completely deny China’s socialist history, 
we will lose our basic footing. But it also needs to be seen 
that the correct things accumulated in the past were a 
certain preparation for later rectification of Cultural 
Revolution mistakes and bringing order out of chaos in 
our guiding ideology. Uprooting the chaos was correcting 
mistakes, and righting wrongs was returning to past 
correct things. So the legacy of past correct things is 
another thread to be grasped in our study of the forma- 
tion and development of this theory. 


Of course, when studing this legacy, we also need to see 
that past correct things have sharp historical limitations 
in breadth, depth, and degree of certainty and complete- 
ness, sO must not be confused with new practical and 
theoretical ts since the Third Plenary Ses- 
sion of the 11th CPC Central Committee. 


The 14th CPC Congress report definition emphasizes 
the historical experience drawn on in the formation and 
development of this theory—“based on a summary of 
China’: historical experience in socialist victories and 
setbacks, and in light of the historical experience of other 
socialist countries in success and failure,” with the first 
half of this phrase referring to the relationship between 
Deng Xiaoping’s theory on building socialism with Chi- 
nese characteristics and the explorations of the socialist 
road by the first generation of collective central leader- 
ship. This includes the two areas of victories and rever- 
sals, placing them in a position of historical experience 
prior to later practical and theoretical origins. 


The 13th CPC Congress report emphasizes two histor- 
ical takeoffs, the first soaring development taking place 
at the time of the new democratic revolution, and the 
second having occurred since the Third Plenary Session 
of the | 1th CPC Central Committee. The explorations in 
socialist development after the founding of the PRC 
were an extension of the first takeoff and a preparation 
for the second. The second takeoff was based on a 
summary of positive and negative experiences since the 
founding of the PRC, whose origin was the Third Ple- 
nary Session of the 11th CPC Central Committee, not 
the events that occurred in 1956 or 1949. 
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This takeoff consisted not merely of rectification and 
carrying on of legacies, but also of brand new develop- 
ment and creativity. The rectification and carrying for- 
ward of legacies were also closely tied to and intertwined 
with the development and pioneering. 


These new developments and pioneering steps to deal 
another thread that we need to grasp in our study of the 
formation and development of Deng Xiaoping’s theory 
on building socialism with Chinese characteristics. 


IV. The Theme Starts To Emerge and Form Through 
Seiting Things Right and Beginning To Reform 


As to the matter of distinguishing stages, the above 
emphasis was on beginnings, prior to which was the 
has this theory gone through? 

I hold that as to its historical course per se, the Third 
Plenary Session of the 1ith CPC Central Committee 
opened up a new historical age, and Deng Xiaoping’s 
southern-tour speeches and the 14th CPC Congress 
pushed this new-age history to a new stage, so that the 
period from the Third Plenary Session of the 11th CPC 
Central Committee up to the 14th CPC Congress should 
be seen as the first historical stage of this new age. 
Correspondingly, the formation and development of the 
theory that reflected this historical advance should also 
be regarded as having occurred during the 14 years of 
this first historical stage. 


A major historical stage can also be further divided into 
several minor phases. I believe that there were three 
minor phases: from the Third Plenary Session of the 
11th CPC Central Committee to the 12th CPC Congress; 
from the 12th to the 13th CPC Congress; and from the 
13th to the 14th CPC Congress. these three 


minor phases, the theory emerged, formed, and matured. 


Comrade Deng Xiaoping has said that since the Third 
Plenary Session of the 11th CPC Central Committee, 
“we have accomplished two major things—setting things 
right, and carrying out overall reform.” 


From the Third Plenary Session of the | ith CPC Central 
Committee to the 12th CPC Congress, our party brought 
order out of chaos in our ideological, political, and 
Organizational lines, as well as setting things right in 
summing up our historical experience. The bringing 
order out of chaos in our ideological line consisted of 
criticizing the “two whatevers,” by discussing the cri- 
teria for truth and reasserting the ideological line of 
freeing up our thinking and acting pragmatically, which 
was the precedent for all bringing order out of chaos. The 
bringing order out of chaos in our political line involved 
the shift from “a program of class struggle” to “a focus 
on economic development,” with a wholehearted focus 
of our efforts on developing our productive forces, which 
was our most essential bringing of order out of chaos. 
The resolution passed by the Sixth Plenary Session of the 
11th CPC Central Committee, on certain historical party 





issues since the founding of the PRC, signified that the 
bringing of order out of chaos in the party’s guiding 
ideology was basically finished, on which basis the 12th 
CPC Congress was held. So it can be said that while the 
major historical substancc of this four years was setting 
things right, it also of course involved key steps in reform 


and opening. 


became its name and major slogan: building socialism 
with Chinese characteristics. 

The first published volume of The Selected Works of 
Deng Xiaoping carried articles from before the 12th CPC 
Congress, which were precisely the works of the deliber- 
ative stage and the time of the first emergence and 
formation of the theme of this theory through setting 
things right and beginning to reform. 


V. The Outline Gradually Develops and Forms Through 
Full-Scale Reform 


The major historical substance since the 12th CPC 
Congress has been all-out reform. As referred to here, 
reform also includes opening up. Comrade Deng 
Xiaoping has said that the open policy is also one of the 
items in reform, which we generalize as just reform. 
Comrade Deng Xiaoping has also said that opening 
includes opening up to the outside world and opening up 
at home, with opening up at home meaning reform. He 
always thought of reform and opening up as one. 


The full-scale beginning and intensification of reform 
required intensified ideological liberation and theoret- 
ical thinking. 

While Comrade Deng Xiaoping’s works since the 12th 
CPC Congress have been collected and published in two 
booklets, these booklets do not include certain published 
and nonpublished articles and speeches. The first 
booklet is named Building Socialism With Chinese Char- 
acteristics, which is not by chance, as it precisely reflects 
the historical fact of the gradual formation and develop- 
ment of the theory on building socialism with Chinese 
characteristics in the course of all-out reform. 


In these two booklets—Building Socialism With Chinese 
Characteristics and Comrade Deng Xiaoping’s Key 
Speeches, as well as in other key addresses, the key 
proposition that Comrade Deng Xiaoping repeatedly 
expounds is that: While we adhere to socialism, which is 
naturally correct, we have certainly long been not com- 
pletely clear about what cucialism is and how to build it, 
with our understanding not having been fully clear- 
headed. He demands a clarification of socialism. He 
emphasizes that the basic mission of socialism is to 
develop the productive f rces, with neither poverty or 
too slow development being socialism. Socialism must 
eliminate poverty, develop production so that we all get 
wealthy together, and show its superiority to capitalism 
by developing its productive forces faster. As reform is 
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essential to free up and develop our productive forces, it 
is China’s second revolution. 


Our practical developments in reform, opening, and 
modernization, focused o« the theoretical thinking 
about “what socialism is and how to build it,” have 
spurred our party to reconstruct our theories on the 
missions and objectives of socialism and on socialist 
reform and opening, as well as to set forth the theories of 
a socialist commodity economy and the initial stage of 


The theory of a socialist commodity economy was 
affirmed and expounded in the CPC Central Commit- 
tee’s resolution on cconomic reform. Comrade Deng 
Xiaoping spoke very highly of this resolution, praising it 
in an impromptu speech at the Third Plenary Session of 
the 12th CPC Central Committee that passed it as 
“political science and economics that combine basic 
Marxist principles with China’s socialist practice.” He 
went on in a speech at the Central Advisory Commission 
to say that: “This is a good document, which will resolve 
what socialism is, containing certain new things that our 
ancestors never said. It would isave been impossible to 
write such a document without ou past years of practice. 
Even after being written up, it was still very hard to get 
passed. We have responded with practice to certain new 
questions that have appeared under the new circum- 
stances. Do we not emphasize adherence to the four 
basic principles? This is genuine adherence to social- 
ism.” His emphasis here was stilt on the basic matter of 
“what socialism is.” 


The thesis that China is still in the initial stage of 
socialism was set forth in this historical resolution 
directed and drawn up by Comrade Deng Xiaoping, with 
its basic grounds as a theoretical discourse threading 
together and interpreting our economic development 
strategy, system reforms in all areas, and all principles 
and policies, being a matter for the | 3th CPC Congress. 
The 13th CPC Congress report had to theoretically 
explain what was socialism, clarifying whether our 
reforms constituted socialism. The 13th CPC Congress 
report’s grounds for its position on the initial stage of 
socialism were endorsed by Comrade Deng Xiaoping. 
His comment was the five words of “this is a good 
design.” Prior to the congress, he briefed foreign guests: 
Our 13th CPC Congress will explain that Chinese 
socialism is still in an initial, undeveloped stage. All that 
we do must proceed from this reality, on which basis we 
will draw up plans. Then after the congress, hc again 
briefed foreign guests: The 13th CPC Congress was 
characterized by its explanation of the theory that Chi- 
nes¢ socialism is in an initial stage, under which theoret- 
ical guidance we will firmly implement the line, princi- 
ples, and policies since the Third Pienary Session of the 
1ith CPC Central Committee. 


If we say that the putting into effect in the rural areas of 
the household reponsibility system linking remuneration 
to output and the establishment of SEZs along the coast 
were two major practical breakthroughs at thz start of 
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reform, then the theories of a socialist commodity 
economy and the initial stage of socialism were two key 
theoretical breakthroughs for the full-scale beginning 
and intensification of reform. These were all the fruits of 
breakthroughs made under the leadership, advocacy, 
and support of Comrade Deng Xiaoping. 


The 13th CPC Congress report clearly summed up the 
basic line of “one center, two basic points,” distinctly set 
forth that Marxism needed fresh, major developments, 
which was a comtemporary trend; explained the combi- 
nation of Marxism with China’s practice, and the two 
historical takeoffs in over six decades; set forth for the 
first time at a national party congress the idea of “the 
theory of building socialisia with Chinese characteris- 
tics,” and listed 12 scientific theoretical stands that our 
party has brought into play and developed in the course 
of reassessing socialism, noting that these stands consti- 
tute the outline of the theory on building socialism with 
Chinese characteristics. 


This is why we sav that from the 12th to the 13th CPC 
Congress, the outline of this theory gradually developed 
and evolved. 


VI. The Southern-Tour Speeches Signify the Theory’s 
Maturity and Evolution Into a System 


From the 13th to the 14th CPC Congress, Comrade 
Deng Xiaoping’s southern-tour speeches in early 1992 
signified this theory’s maturity and evolution into a 
system. We say that this theory has matured for the 
following reasons: 


1. It has withstood the severe tests of domestic distur- 
bances and international changes. During the five years 
from the 13th to the 14th CPC Congress, significant 
domestic and international incidents occurred. These 
events were more severe than any that we have faced 
siiice the Third Plenary Session of the 1 1th CPC Central 
Committee, and their occurrence was unanticipated. It 
was precisely these severe tests that are bringing increas- 
ingly numbers of people tu understand that the reason 
why we have been able to make breakthrovghs in the 
midst of such huge disturbances and changes, stand 
firmly, and achieve eye-catching development, is that we 
have this theory as guidance in sticking to our own path. 
Practice has proved this theory’s correctness and might, 
and the people’s consiousness and resolve to adhere to 
this theory have been strengthened. 


2. Comrade Deng Xiaoping’s southern-tour speeches 
have elevated this theory to new heights. The southern- 
tour speeches were based on a summary of the domestic 
disturbances and international changes, as well as on an 
analysis of changing domestic and foreign conditions 
and the opportunities and challenges facing us, having 
not only political distinction and purpose, but also 
theoretical depth and creativity. The southern-tour 
speeches were focused on the issues since the Third 
Plenary Session of the 11th CPC Central Committee, 
particularly since the 13th CPC Congress, of whether 
reform and opening are “‘capitalist” or “socialist,” 
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freeing up thinking and speeding up development, stan- 
dards of practice and criteria for the productive forces, 
planned and market economy, and material and spiritual 
civilization, with their thoughts and explorations pro- 
viding a fresh and thorough theoretical summary and 
clarification. For instance, their new concepts, such as 
the basic nature of socialism, the criteria for the “three 
contributions,” that reform frees up the productive 
forces as well as does revc‘tion, that planned economy 
does not equate with socialism or market economy with 
capitalism, the step-by-step development strategy, and 
that China needs to be on guard against “rightists” but 
mainly against “leftists,” were all focused on the basic 
questions of “what socialism is and how to build it,” 
providing fresh theoretical answers, and being new sub- 
stance for the theory on building socialism with Chinese 
characteristics and new developments for Marxism. In a 
speech in May 1989, comrade Deng Xiaoping said that a 
problem has existed for many years in the understanding 
of Marxism and socialism. What changes have actually 
occurred in the 100-plus years since Marx? How is 
Marxism to be understood and developed under changed 
conditions? This has not been clear. Unless we carry 
forward and develop Marxism-Leninism with fresh 
thinking and positions, we are not genuine Marxist- 
Leninists. The southern-tour speeches provided exactly 
such fresh thinking. They were a great accomplishment 
showing the maturity of Deng Xiaoping’s theory on 
building socialism with Chinese characteristics. 


3. The party’s i4th CPC Congress report based on the 
spirit of the southern-tour speeches provided a fresh 
scientific summary of this theory’s key substance, 
turning it into a rather complete scientific system. On 
this basis, the report used the wording ““Comrade Deng 
Xiaoping’s theory on building socialism with Chinese 
characteristics,” setting forth the strategic mission of 
using this theory to arm the whole party. Based on the 
practical development needs of reform, opening, and 
modernization, as well as on the spirit of Comrade Deng 
Xiaoping’s previous discourses on planning and mar- 
kets, the report clearly set a socialist market economy as 
our economic reform objective, which was a key devel- 
opment for the theory on building socialism with Chi- 
nese characteristics. The report points out: “This theory 
for the first time rather systematically and initially 
answers a series of basic questions on how an economi- 
cally and culturally backward country like China can 
build, consolidate, and develop socialism, using fresh 
ideas and stands to carry forward and develop the legacy 
of Marxism.” The “for the first time” here emphasizes 
this theory's creativity, its “rather systematic answers” 
illustrates the theory’s maturity, and its “initially” shows 
the degree of and momentum toward maturity. 


4. While this theory has not been practiced for very long, 
with the formation of a whole set of more mature and 
finalized systems likely to take another two or three 
decades, and the great many difficulties and problems 
that we are now facing meaning that this theory still 
needs to be strengthened, improved, and developed, we 
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do believe that the new historical stage of practice 
opened up by the southern-tour speeches and the 14th 
CPC Congress will enable Deng Xiaoping’s theory on 
building socialism with Chinese characteristics to with- 
stand new tests, achieve new developments, and guide 
our party to greater victories in reform, opening, and 
modernization. 


VII. The Formation of the Socialist Market Economy 
Theory and Comrade Deng Xiaoping’s Previous 


I would like to specially discuss here the formation and 
development of the socialist market economy theory that 
is a key component part of Deng Xiaoping’s theory on 
building socialism with Chinese characteristics. 

I published two articles in 1992 introducing Comrade 
Deng Xiaoping’s six discourses involved in the forma- 
tion and development of the socialist market economy 
theory. I would now like to supplement these a bit, 
providing a further exploration from a broader historical 
setting. 


I will first discuss our historical experiences since the 
founding of the PRC in the matters of planned economy, 
commodities, and markets. 


China got onto the planned economy track step by step. 
The “Common Program” at the beginning of the PRC 
did not provide for the practice of socialism and planned 
economy. While this was quite natural, as it was the 
program for a new democratic republic, the CPC dele- 
gates’ explanation of the draft of the “Common Pro- 
gram” clearly emphasized China’s socialist future and 
“the need to gradually achieve a planned economy,” 
which was also quite natural, as the socialist views of the 
time were all tied to a planned economy. 


We announced in 1953 our general line or the transition 
to socialism. That year saw the beginning of our First 
Five-Year Plan, whose introduction stated: During the 
restoration period, the dominant role and position of 
leadership of the socialist economy in our national 
economy wil! be sharply strengthened “to open the way 
for China to practice a planned economy.” During the 
latter part of the First Five-Year Plan, the socialist 
transformation of our individual and private economies 
was rushed to completicn, whereupon planned economy 
began to control China’s whole economic operations. 


In China’s initial industrialization, planned economy 
played a key role. But faced with the emergence of the 
many problems involved in wholesale planned economy 
and public ownership, repeated plans were put forth for 
reform. The most important of these reform plans was 
the line of thinking put forth by the First Session of the 
Eighth CPC Congress that “while planned economy is 
dominant, it is to be supplemented by free production in 
line with market changes.” As this was openly published, 
everyone knew about it. But another equally important 
reform plan was not openly published at the time, so that 
it was not very well known. I am referring to the articles 
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we wrote in previous years introducing Mao Zedong’s 
speech in December 1956 on the possibility of acting in 
certain capitalist ways once capitalism had been stamped 
out. The idea was that once the socialist transformation 
had been basically completed, it was still possible to 
allow capitalists to invest, hire, and run factories, which 
was naturally in the category of an economy of free 
production in line with market changes. While this first 
plan was solemnly written into the resolution of the First 
Session of the Eighth CPC Congress, the second one was 
simply an ideological spark that certainly did not evolve 
into policy. 


Our historical complication was that both the first and 
second of these plans were ‘ater shelved and tossed aside 
by the anti-rightist magnification, the Great Leap For- 
ward, and the people’s communes. The organization into 
people’s communes was accompanied by a “communal 
wave” of stamping out commodities. Mao Zedong was 
the first to perceive and criticize this stand, presenting 
certain key dissenting views on the matters of socialism 
and commodity production. These were in a recently 
oft-quoted speech by Mao Zedong at the Zhengzhou 
Conference in November 1958: “Some of us are too 
involved in trying to stamp out commodities, worrying 
that the mere mention of commodity production is a 
capitalist thing. Commodity production must not be 
confused with capitalism. When commodity production 
is tied to capitalism, it is capitalist, but when it is tied to 
socialism, it is not capitalist but socialist.”’ This certainly 
deserves thought, as it is an example of our abovemen- 
tioned “correct things accumulated in the past.” Of 
course, Mao Zedong’s thoughts on commodity produc- 
tion were not thoroughly implemented, as well as 
involving many contradictions. Later actual policies still 
put many restrictions on commodity production (with 
the cutting off of capitalist tails meaning mainly cutting 
off free commodity production and free markets), theo- 
retically making commodity institutions and currency 
exchange “bourgeois rights” that had to be restricted by 
proletarian dictatorship. The matters of commodity 
economy and market economy at that time were basi- 
cally not, and could not even be, mentioned. 


In short, all the way up to the end of the Cultural 
Revolution, despite complex conditions and a course of 
ups and downs, our party’s essential guiding ideology 
followed the route of striving for a highly-centralized, 
administrative-command planned economy. 


The real turning point began with the Third Plenary 
Session of the 11th CPC Central Committee. From that 
time on, we made a step-by-step shift rom the stand that 
socialism means a planned economy to the concept of a 
socialist market economy, with our party’s under- 
standing in a decade-plus rising through three stages. 


In the first stage, we became aware that an absolutely 
planned economy would not do, so evolved the formula 
of “planned economy as dominant, supplemented by 
market regulation.” This formula was set forth not long 
after the Third Plenary Session of the 1 1th CPC Central 
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Committee, affirmed by the 12th CPC Congress, and 
written into the 1982 Constitution. I believe that this 
was a restoration of the stand written into the resolution 
of the First Session of the Eighth CPC Congress but later 
abandoned. In comparison tc the stand on a completely 
planned economy that excluded market regulation, this 
confirmed market regulation as supplementary, being a 
conceptual advance, which could be said to have actually 
been the beginning of a partial shift toward a socialist 
market economy. 


In the second stage, we reinterpreted planned economy, 
breaking through the longstanding confrontation 
between planned and commodity economy, noting that 
“‘a socialist planned economy must consciously rely on 
and use the law of value, it is a planned commodity 
economy based on public ownership.” This was settled 
by the resolution on economic reform of the Third 
Plenary Session of the 12th CPC Central Committee, 
and then confirmed by the 13th CPC Congress. This 
confirmation of the new concept of a socialist com- 
modity economy was a great advance in our party’s 
thinking, actually being yet a further development in our 
shift to a socialist market economy. 


In the third stage, we established the new concept of a 
socialist market economy. This was a key contribution of 
the 14th CPC Congress, which has been written into our 
revised constitution. The 14th CPC Congress Report 
pointed out that: “Practical developments and deeper 
thinking require us to clearly indicate that China’s 
economic reform objective is to establish a socialist 
market economy to contribute to the further freeing up 
and development of our productive forces.’’ This 
brought another major decisive advance in our party’s 
thinking, putting our shift to a socialist market economy 
into a brand new irreversible stage of clear goals. 


This is a rough outline of the course of formation and 
development of the socialist market economy theory. 
What role did Comrade Deng Xiaoping play in this 
process? This will require discussing his previous dis- 
courses, of which the following nine have now been 
publicly introduced. 


1. His November 1979 discussion with figures, such as 
Gibney, that “socialism can also practice a market 
economy.” This was the first sound of our party leader- 
ship voicing positively and resolutely the necessity of 
adopting a market economy methodology. 


When I quoted relevant discourses from this discussion 
in a 1992 article, it aroused the notice of all, who claimed 
they had not known about it before and asked its source. 
The fuil text of this discussion was carried in a book 
published by the People’s Publishing House in 1980 of 
which 100,000 copies were published, called Discussions 
Between Central Leading Comrades and Foreign Guests. 
The pertinent paragraphs have been included in Special 
Selections. While this discussion still followed the then 
general endorsement of the dominance of a planned 
economy, its contribution was that it broke free from the 
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fixed concept that a market economy was necessarily 
capitalist so had to be excluded by socialism, to open up 
a new line of economic reform thinking. 


It deserves notice that at that time, Comrade Deng 
Xiaoping’s consideration of socialism using a market 
economy still did not include the individual and private 
economies, as the individual economy had not yet devel- 
oped as it did later, and the decision to allow the private 
economy to exist had not yet been made. His consider- 
ation was merely that the socialist state-owned and 
collective economies could practice a market economy. 
This remains a priority that must be grasped and a 
difficulty that must be overcome in our conversion to a 
socialist market economy. Until this problem is solved, 
the key mission of our conversion to a market economy 
cannot be considered to have been successfully com- 
pleted. 


2. His January 1980 speech entitled “Current Condi- 
tions and Tasks,” which was openly published at the 
time and included in his selected works. Its “bringing the 
supplementary role of market regulation into full play 
under the guidance of a planned economy” was the 
standardized version of the time. Comrade Deng 
Xiaoping was even more accustomed to the fear of other 
versions, such as “combining planned and market regu- 
lation” or “combining planned and market economy.” 


3 and 4. His October 1984 evaluations of the resolution 
on economic reform, as explained above. 


5. His October 1985 discussion with a U.S. business 
delegation. 


While the resolution on economic reform resolved the 
matter of combining socialism with a commodity 
economy, it did not yet settle that of combining 
socialism with a market economy. The traditional posi- 
tion that socialism could not practice a market economy 
still remained in force. In this discussion, Comrade Deng 
Xiaoping returned again to his already mentioned 1979 
topic of the need for socialism to adopt a market 
economy methodology, reiterating his consistent posi- 
tion. This is the first point of this discussion that merits 
attention. 


The second point was his emphasis on methodology: 
“The problem is what method will more effectively 
develop our society's productive forces,” or an emphasis 
on adhering to the productive forces criteria when 
studying and judging this matter. 


The third point worthy of attention is that this discus- 
sion thoroughly analyzed the correlation between a 
market economy and social mood and public corruption. 


When I introduced this discussion in 1992, I quoted 
from newspaper reports of the time. But the articles now 
included in Special Selections are more accurate and 
fuller in substance that those reports. However, just as 
those reports, these special selections similarly do not 
convey the question that Comrade Deng Xiaoping’s 
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answer was directed at. The question being asked was: 
Does not the phenomena of corruption and abuse of 
power that have appeared in economic reform reflect a 
potential and very difficult-to-resolve conflict, i.e, a 
contradition between a market economy and the 
socialist system? This question that was asked by an 
American remains precisely the one that many are now 
deeply puzzled by and demanding an answer to. Com- 
rade Deng Xiaoping’s response was aimed precisely at 
this question, pointing out that “an essential contradic- 
tion does not exist between socialism and a market 
economy, the problem being simply what methodology 
will more effectively develop our productive forces.” He 
says: While this process has brought out certain negative 
things, the more important thing is that these reforms 
and this path have already produced gratifying results. If 
China does not take this path, it will have no other 
possible one. This is our only route to wealth and 
prosperity. He notes that these negative phenomena can 
be settled mainly through the two means of education 
and law. He says: I believe that as our economy grows, 
our scientific culture and education improves, and our 
democracy and law are reinforced, those current nega- 
tive social phenomena will be bound to gradually 
decrease and eventually disappear. So China’s current 
overriding mission is to wholeheartedly pursue the four 
modernizations. These discussions are undoubtedly of 
crucial guiding significance to our current study and path 
to resolution of these puzzling conflicts and issues. 


6. The 1987 report to the 13th CPC Congress reaffirmed 
the economic reform resolution, no longer referring to 
the dominance of the planned economy, which was 
Comrade Deng Xiaoping’s decision. 


7. His key speech on 9 June 1989. While emphasizing 
that our line was not wrong, and that our basic formu- 
lations, from development strategy to policies and prin- 
ciples, including reform and opening, were all correct, 
Comrade Deng Xiaoping also reasserted “the need to 
continue to adhere to a combination of planned 
economy and market regulation.”” While he used the 
term market regulation here, I understand from an 
overview of Comrade Deng Xiaoping’s earlier and later 
speeches that this certainly did not exclude the use of the 
market economy term. 


8. His December 1990 speech introduced by Comrade 
Bo Yibo, member of the Central Advisory Commission, 
on: “There is no need to think that practicing a little 
market economy means taking the capitalist road. There 
is no such thing.” What was the setting of this speech? I 
believe that the objective background was that certain 
theoretical articles of the time were equating market 
economy with capitalism, which was puzzling people. 


9. His spring 1992 southern-tour speeches. These 
speeches gave a clear and penetrating answer to that 
question that had long been puzzling us, was being 
endlessly debated at the time, and was holding back our 
progress, of whether a market economy was necessarily 
“capitalist,” as well as to the related one of whether 
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socialism could practice a market economy. So they laid 
the theoretical foundation for the 14th CPC Congress’s 
establishment of the socialist market economy objective. 


This historical review of Comrade Deng Xiaoping’s 
previous pertinent discourses shows clearly that in the 
formation and development of the socialist market 
economy theory, Comrade Deng Xiaoping’s thinking 
was consistent and deliberative, while undergoing a 
cognitive process. He has always been in the vanguard in 
guiding us to clarify our directions, overcome difficul- 
ties, and make firm and steady advances. He is a 
proletarian statesman. He has not resolved details of 
economic measures and economic terminology, but 
rather the orientation and thinking for running a 
socialist economy. His view is that: In stimulation 
through reform and opening, the key to stimulation is 
how well markets are operated. So stimulation means 
market-oriented reform. While moving toward markets 
is to stimulate socialist economic vitality, it does not 
mean abandoning the superiorities of socialism of acting 
on a national scale, centralizing efforts, ensuring priori- 
ties, and accomplishing several major matters. His con- 
cerns are our socialist destiny, the development of our 
socialist productive forces, the overall strengthening of 
our might as a socialist country, and the improvement of 
the Chinese people’s living standards. This is precisely 
the basic stand that he proceeds from in calling on us to 
adhere to the ideological line of freeing up our thinking, 
acting pragmatically, and making practice the only cri- 
teria for testing the truth, to stick to the criteria of the 
productive forces and the three “contributions,” and to 
use this ideological line and judgement criteria to settle 
and evaluate all policy and theoretical matters, including 
the market economy issue. 


Comrade Deng Xiaoping has said that his speeches on 
economic matters “are all from a political perspective.” 
What does discussing matters from a political perspec- 
tive mean? My understanding is that it means discussing 
matters from the perspective of our political objective— 
socialist modernization to make China genuinely strong 
and wealthy, from the angle of our political stand—in 
the interests of the Chinese people, and based on the 
Marxist ideological line and judgemer? criteria— 
emancipating the mind, acting pragmatically, and using 
the productive forces as our criteria, which is fully 
reflected in his previous discourses on the market 
economy matter. This political perspective, ideological 
line, and judgement criteria is the essential thread that 
we must grasp in our study of the formation and devel- 
opment of Deng Xiaoping’s theory on building socialism 
with Chinese characteristics. 


Article on Emperor Xuanzong’s Policies 


93CM0403A Beijing BEIJING RIBAO in Chinese 
23 Jun 93 p7 


[Article by Wu Zongguo, professor at the History 
Department of Beijing University: “Government Poli- 
cies of Emperor Xuanzong of the Tang Dynasty, and the 
Rise and Fal! of the Tang Dynasty”’] 
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[Text] The Kaiyuan and Tianbao eras (713-756) have 
always been extolled as the golden age of ancient China. 
After over 100 years of efforts made since the founding 
of the Tang Dynasty, productive forces developed sub- 
stantially. Large amounts of land were reclaimed. On 
average each household had 60-70 mu of farmland. 
Population also grew substantially. In the Tianbao era, 
there were 13 million households, with a population of 
around 80 million. As the ratios of farmland and per unit 
area yield to population were good, according to esti- 
mates by some scholars, per capita grain supply was 
around 700 jin at that time. Such a situation was 
unprecedented, and never happened again in the history 
of ancient China. The social stability, economic pros- 
perity, cultural splendor, and great national strength of 
the Tianbao era were built upon that strong, solid 
material foundation. 


The prosperity of the Kaiyuan era was surely based on 
such conditions as those relating to climate, land, and 
population, and was the result of the hard work done by 
people of many generations over thousands of years. 
However, as an emperor, Emperor Xuanzong of the 
Tang Dynasty, Li Longji, also played the proper role. 


Before ascending the throne, he killed the followers of 
Empress Wu, and eradicated the party of supporters of 
Princess Taiping. ‘inally putting an end to the frequent 
coups that took place during the later years of Wu 
Zetian’s reign. Immediately afterwards, he freed himself 
from the encircling of those officials who had done 
outstanding work. Assisted by Yao Chong, he stabilized 
the political situation, reorganized the bureaucracy, 
reduced the amount of labor service rendered by the 
people, and lowered taxes, thereby making the economy 
move from recovery to development. After the Kaiyuan 
period of order emerged in the eighth-ninth year of 
Kaiyuan, he continued to strive to improve ruling, and 
remained sober-minded, watching various developments 
all the time, and discovering problems in time. Over the 
years, he adjusted the policy on fleeing peasants and the 
tax system, reformed the military draft system, and 
made some changes in the central government system 
and some other regulations. All these measures effec- 
tively ensured continued social and economic develop- 
ment. 


After ascending the throne, Emperor Xuanzong still kept 
his habit of studying hard. Besides reading history so as 
to learn methods of ruling, he also paid attention to 
Confucian and Taoist classics. He established the Liz- 
heng Academy which was put in charge of the work of 
sorting out and compiling books and classics. He also 
promoted the writing of poems; he and ranking officials 
often wrote poems in reply to each other. A number of 
poets obtained jinshi degrees during the Kaiyuan era, 
and a number of officials with jinshi degrees assumed 
important positions in the central government. He was 
even more devoted to promoting music and dance. All 
those activities forcefully contributed to the flourishing 
of culture and arts during the Kaiyuan era. 
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In resolve the problems mentioned above, Emperor 
Xuanzong of the Tang Dynasty was helped by a favor- 
able condition, that is, his grandmother, Wu Zetian, 
recruited talented people that he could use. During the 
Wu Zetian period, the jinshi examination used for 
recruiting officials focused on literary talent, but Wu 
Zetian would not use the literary talent criterion for 
selecting officials. The officials promoted—and given 
important jobs—by Wu Zetian all had practical political 
talent. As a result, there emerged a number of officials 
who either had governing talent or were both literary and 
political talents. Yao Chong and Zhang Shui—two of 
those officials—were outstanding statesmen who were 
capable of being both generals and chief ministers. 
During the Kaiyuan era, these figures were still alive. 
Thus Emperor Xuanzong could employ people with 
different talents in view of different needs. When there 
were not enough talented people around, Emperor 
Xuanzong was also able to discover talent among people 
at lower levels, and promoted talented people by disre- 
garding normal procedures. For instance, to resolve the 
issue of fleeing peasants, Emperor Xuanzong promoted 
Yuwen Rong from the grade-eight position of examining 
censor to the grade-six position of supernumenary offi- 
cial of the Ministry of the Army, having Yuwen Rong 
also holding a concurrent position of censor, and put 
Yuwen Rong in charge of the work of resolving the issue 
discussed above. 


To resolve different issues, Emperor Xuanzong tended 
to give important jobs to both officials with literary 
talent and officials with political talent. Some officials 
were promoted to high positions because of their literary 
talent. Such a practice surely satisfied the political needs 
of the time, but also led to the separation of literary skills 
from political skills. As far as Emperor Xuanzong’s 
subjective wishes were concerned, he still prefered to 
have people with both literary and political skills—such 
as Zhang Shui—lead the government. In fact, Zhang 
Jiuling was promoted to the position of president of the 
Central Secretariat in the 22d year of Kaiyuan (734) as 
he was considered to be a second Zhang Shui. Zhang 
Jiuling was the last of the statesmen who emerged during 
the Wu Zetian period. Emperor Xuanzong had high 
regard for his intelligence, literary talent, and style, and 
once said to his aides: “Zhang Jiuling’s writings have 
been the best since Tang Minggong. I have worked all my 
life, but have not accomplished one-twenieth of what he 
did. This person is truly a marshall on the literary battle 
field.” Although on the whole Zhang Jiuling was not as 
well equipped with both literary and military talents as 
Zhang Shui, he was able to form independent political 
views when dealing with various political and military 
matters. Many of the men of letters who started by 
passing the imperial examinations around the 20th year 
of Kaiyuan were in high positions. But as they were 
promoted through the literary channel, and generally 
lacked political talent, they were unable to resolve the 
increasingly complex political and military issues of 
various kinds. In the end, officials of the bureaucratic 
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faction, with Li Linfu as the representative, replaced 
officials of the literary faction ond came to head the 
government. 


While lacking in literary skills, Li Linfu had outstanding 
political talent. After becoming president of the Central 
Secretariat, he “handled all kinds of matters, and 
improved the political situation in the country.” He 
helped Emperor Xuanzong in the process of adopting a 
series of reform and adjustment measures regarding 
finance, military affairs, the personnel system, the polit- 
ical system, and the legal system, thereby playing an 
important role in ensuring social stability, economic 
prosperity, and the power of the state during the third 
and fourth decades of Emperor Xuanzong’s reign. 


Nevertheless, Li Linfu was not well-versed in the classics 
and history. Thus, he lacked theoretical guidance and 
was unable to draw lessons from history, when adopting 
some important measures. As a result he committed 
serious errors. The error with the most serious conse- 
quences was the adoption of some measures on the 
military system. In the early years of the Tang Dynasty, 
the military base system was used, with the military 
bases being mostly around Chang’an and Luoyang. The 
central government could employ large military forces at 
any time, and was able to effectively control the localities 
and launch wars against foreign countries. In the early 
years of Kaiyuan, to strengthen frontier defense, military 
governorships were established across the northern fron- 
tier regions. The soldiers guarding the borders still came 
from the military bases; and the military governors were 
transferred frequently. Thus, it was very difficult for the 
military governors to get more powerful just because 
they controlled military forces. In the 26th year of 
Kaiyuan (738), frontier forces changed to being com- 
posed of volunteers, and the frontier scldiers became 
professional soldiers (no longer military draftees). The 
military forces under the military governors also grew 
continuously. In the first year of Tianbao (742), the 
frontier forces totalled 490,000 troops, but the palace 
guard under the central government had only 70,000- 
80,000 troops (who had low combat effectiveness). Such 
a military situation where frontier forces outnumbered 
centrally controlled forces already posed a threat to the 
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central government. However, to improve the combat 
effectiveness of border defense forces, Emperor Xuan- 
zong of the Tang Dynasty and Li Linfu changed the 
practices of frequently transferring frontier commanding 
generals and of not allowing a general holding several 
concurrent military governor positions. An Lushan 
became the military governor of Pinglu in the first year 
of Tianbao, and was not transferred for over 10 years. He 
was also military governor of Fanyang (with present-day 
Beijing being the seat) and military governor of Hedong 
(with present-day Taiyuan being the seat). Controlling 
three provinces, he was the commander of the military 
forces in the large area encompassing parts of today’s 
Shanxi, Hebei, and the northeast China region. An 
Lushan was also concurrently the imperial inspector for 
Hebei Province, and thus Hebei became his sphere of 
influence in an administrative sense. After giving a 
military governor so much power, the Tang government 
did not impose any restrictions or adopt any precau- 
tionary measures. Finally, An Lushan launched a rebel- 
lion, relying on the military forces under his control. 
This development was really the result of a failure to 
draw lessons from history, when military forces left 
uncontrolled threatened the central government, and 
was also caused by a lack of foresight. All this was also 
directly related to the lack on the part of Li Linfu and 
other key officials of the central government to under- 
stand theories of ruling and historical knowledge. During 
the Kaiyuan era, Emperor Xuanzong failed to give 
emphasis to cultivating and selecting people who were 
well versed in the classics and who also had political 
talent. The disastrous effects of such a failure were fully 
shown in the An-Shi turmoil. In this sense, it can be said 
that the errors made by Emperor Xuanzong concerning 
the cultivating and selecting of talented people, led to 
errors in policy on several important issues, and errors in 
policy finally led to the tragedy of the An-Shi turmoil. 


As for Emperor Xuanzong himself, after the start of the 
Tianbao era, he believed that there was no trouble in the 
country, and entrusted all government matters to chief 
ministers and all defense matters to frontier generals. He 
focused his attention on seeking a long life and on 
pleasure. Thus, he stopped being sober-minded, refused 
to listen to others’ opinions, and acted arbitrarily, which 
made policy errors even more inevitable. 
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FINANCE, BANKING 
Scholar Views Banks’ Inability To Control 
Inflation 


93CE0728A Beijing JINRONG SHIBAO in Chinese 
5 Jul 93 p 3 


[Article by Yu Tianyi (0205 1131 0001), professor at the 
China Finance Institute: “Why Banks Are Powerless 
When Faced With Hyperinflation”) 


[Text] Currently, the potential for inflation is being 
released, and hyperinflation is clearly apparent. The 
inflation rate reached double digits in March and April. 
Regarding this severe situation, many comrades in eco- 
nomic circles gave warnings as early as last year. If the 
concerned administrations had paid timely attention 
and adopted effective measures, the problem would have 
been mitigated or at least would not have resulted in the 
current situation. 

The factors contributing to China’s high inflation rate 
are highly complex. In general, it is chiefly a systemic 
problem, especially with investment, finance, and 
banking systems. But the most direct causes are the 
excessive extension of credit and money supplies incon- 
sistent with the economic growth. It is generally agreed 
that banks control currency flows and should be respon- 
sible for managing the use and supply of currency. In 
reality, however, banks are incapable of such control and 
appear powerless in preventing hyperinflation. 


How did this situation emerge? There are three major 
issues that need to be resolved: First, there still exists an 
inappropriate understanding of the market economy in 
the financial sector; second, banks lack autonomy; and 
third, the banking system is inconsistent with the devel- 
opment of a market economy. 


Problem Re :ognition 


1. Regarding the relationship between money and goods, 
many comrades have not shifted their concept of 
planned economy to one focusing on market economy. 
During the period of planned economy, “money fol- 
lowed goods,” and banks were confined to the status of 
cashier and accountant. But in a market economy, con- 
trolling money is the precondition to controlling produc- 
tion factors, so money becomes the most important 
impetus for production. Thus, “money following goods” 
has become “goods following money.” The control of 
overall equilibrium has in fact become dependent on 
banks’ control over the supply of credit and money. Up 
to now, many comrades have not been fully aware of this 
change and have not paid sufficient attention. 


2. When banks fashion loan increase models, they use 
the formula of “planned economic growth rate + pro- 
jected inflation rate = loan increase rate.” The formula 
treats the projected inflation rate as one of the two 
important bases for loan increases in the given year. 
Originally, the direct cause of inflation was excessive 
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loans and money supply beyond the economic growth 
rate; now it is reversed, with the inflation rate treated as 
a basis for further loan and money supply increase. How 
can this not lead to higher inflation? 


3. Banks lack the necessary control over credit increases 
incurred outside of banks. China’s central bank super- 
vises only banks and some nonbank financial institu- 
tions, paying no attention to the credit activities of the 
other nonbank financial institutions, mutual funds 
(including some nonstandard mutual funds which have 
gone through approval procedures), and financial 
departments. At the same time, there is insufficient 
realization of the impact of mutual funds on the growth 
of demand and supply, and there exists an erroneous 
view that as long as bank loans are tightly controlled, 
inflation will be kept in check. In fact, the massive 
growth of nonstandard mutual funds in the last two years 
has been an important factor shaping the instability of 
the money supply. 


4. There is insufficient awareness of the defects of the 
prevailing macro financiai control method—loan con- 
trol. Some comrades invariably believe that if loan 
control is abandoned, credit and money supply will race 
out of control, and they think that there are no better 
methods other than loan control. But in reality, although 
loan control has been applied every year, every year 
loans have not really been under control. That the actual 
loan increase rate at the end of a given year surpasses the 
intended rate at the beginning of the year by 40 percent 
has become virtually the norm. The actual situation 
shows that a regressive mechanism exists in current loan 
control, causing contradictions to center on the central 
bank. At the same time, this situation has had a severe 
impact on the initiative of basic-level banks, leading to 
ossification of administration at the micro level and 
passivity at the macro level. 


5. Some comrades have a confused understanding of 
currency, emphasizing the amount of hard currency 
issued and neglecting the excessive increase of currency 
deposits. In fact, the increase of currency deposits is a 
prelude to the increased issue of hard currency. There is 
a lag between the increase of currency deposits and its 
transformation into an increase in hard currency issu- 
ance. Some comrades deem the rapid increase of cur- 
rency deposits as a good thing, and like to confirm it as 
an accomplishment, neglecting the fact that it constitutes 
a case of money supply growth exceeding economic 
growth. Only when hard currency issuance skyrocketed 
and raced out of control did they realize the severity of 
the problem and then request control of the money 
supply. They did not even know that when a large 
amount of currency deposits has been formed, it is 
already too late to control the money supply. 


6. Some comrades are apprehensive about the rapid 
transformation of specialized banks to commercial 
banks, worrying that such rapid transformation will 
cause a chaotic situation hard to control. Actually, 
however, the transformation has been too slow, not too 
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fast. The current banks system has in fact lost 
ames ees ee one cen omen 
for self-control and self-development; this is also an 
important cause behind regression. Thus, expediting the 
transformation of specialized banks to commercial 
banks will benefit macro-levei control. 


Banks’ Lack of Autonomy 


The problem of banks’ lacking autonomy exists at both 
the micro and macro levels. At the macro level, some 
comrades fear the complete autonomy of banks will have 
some impact on the implementation of the national 
economic strategy and thus impair the execution of the 
central government's policies. They thus conclude that 
financial macro control measures must be reported to 
the central government for approval. Because of the lack 
of sufficient autonomy, banks have difficulty makinz 
timely adjustment decisions according to changes m 
economic development, or using systematic micro con- 
trols to prevent instability in currency circulation. 


At the micro level, banks’ lack of autonomy is apparent 
in two respects: First, central bank loan control is overiy 
specific, imposing constraints on basic-level banks’ ini- 
tiatives; and second, local leaders intervene excessively. 
To develop the local economy, local leaders frequently 
request bank loans, and such requests are quite compul- 
sory in nature. In fact, the reason local leaders do this is 
to spend more state funds. Because the current bank 
fund management system gives people a feeling that 
using banks’ funds is the same as using state funds and 
that it is to one’s disadvantage to use less state funds, 
local leaders do not subject state funds to careful bud- 
geting and meticulous assessrnent of uses and effective- 
ness as they do their own private funds. This situation, in 
fact, reflects the disparity between local governments 
and the central government. The current bank system 
will not help solve this disparity; it is actually leading to 
the exacerbation of the problem. 


The Banking System 


China’s present banking system, from central bank 
macro-control to specialized banks’ business operations, 
follows fundamentally the same model as in the period of 
planned economy. At the macro level, administrative 
methods and direct adjustments take the lead. As to the 
business operations of the specialized banks, the phe- 
nomenon of “three lacks and one largeness” endures. 
Production and commodity circulation have largely 
become market-oriented, but banks still cannot function 
according to the market mechanism. As a result, credit 
quality continues to deteriorate, with excessive invest- 
ments yielding few returns, and financial macrocontrol 
malfunctions, resulting in many huge deficiencies, 
forcing the central government to concede step by step 
and money supply to exceed economic growth every 
year. Under such circumstances, how can hyperinflation 
not occur? 
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bank reform and system transformation, the 
national conference of heads of bank branches held in 
January this year has advanced the following solutions: 
Specialized banks must transform into commercial 
banks; policy operations and business operations need to 
be managed separately (including the gradual establish- 
ment of policy-oriented banks); commercial banks 


Our direction is already clear and our pace needs to be 
quickened. Excessive caution is harmful to the develop- 
ment of a market cconomy and to stable currency 
circulation. 


Three Problems in Monetary Policy Discussed 


93CE0696A Chongging GAIGE [REFORM] in Chinese 
No 3, 20 May 93 pp 10-16 


[Article by Xie Ping (6200 1627): “The Three Main 
Problems That China’s Monetary Policy Faces”] 


[Text] During the period of China’s transition to a 
market economy, monetary policy has gradually become 
the main means of macroeconomic regulation and con- 
trol. However, the situation in 1992 suggests that mon- 
etary policy is facing new challenges, specifically a great 
fanning out of capital through many channels, large 
amounis of currency being put into circulation, and 
excessive credit growth. Thus, China’s current monetary 
policy tools and the mechanism whereby they are 
employed require fundamental reform. 


1. Financial Innovation and the Flow of Capital Into 
Diverse Channels 


In the financial innovation realm, creative financing 
tools used during the period 1980 through 1990 may be 
divided into seven categories as foilows: Credit invest- 
ment corporation savings, urban credit cooperative sav- 
ings, transferrable large amount time certificates of 
deposit, national bonds, business concern bonds, finan- 
cial debentures, and stock share certificates. As of the 
end of 1991, these seven kinds of finance capital 
accounted for 12.3 percent of all nonfinancial sector and 
individual financial assets. However, beginning from the 
last half of 1991, in addition to a sharp increase in the 
issuance of stock share certificates and business concern 
bonds, new financial instruments included: shares held 
by staff members and workers in enterprises; shares held 
by legal entities, informal raising of funds within enter- 
prises, trust funds, benefit bonds, buy back agreements, 
local government informal fund raising, share subscrip- 
tion certificates, and convertible bonds. In addition, 
local banks, nonbanking financial institutions, and some 
not formally approved quasi-financial institutions also 
developed rapidly in 1992. Obviously, none of the above 
financial instruments innovations was on the order of 
the commercial banking business, i.e., they did not 
expand credit as checking accounts do. Nevertheless, it 
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must be realized that in the Chinese financial domain, 
trading methods, financial transfer methods, and credit 
instruments have been in an abnormal and intense state 
of change during the past several years. This trend will 
likely continue for many years. 


These financial innovations have powered a great dis- 
persal of capital through numerous channels. In 1992, 
issue of all types of negotiable securities by the country’s 
securitics markets totaled 128 billion yuan, including 4.1 
billion yuan in national treasury bonds. Investment 
bonds issued by state investment corporations of the 
State Planning Commission totaled 12.7 billion yuan; 
business enterprise bonds, 37.9 billion yuan; financial 
debentures, 25.5 billion yuan; and stock shares. 10.9 
billion yuan. The above securities are the amounts issued 
of fairly normalized, approved securities for which sta- 
tistics are available. If security issues such as internal 
enterprise share certificate, the raising of funds outside 
plan, and the raising of funds *'.;ough sales to house- 
holders is added in, the toiai value would come to 
approximately 220 billion yuan according to an estimate 
of the People’s Bank head office. This brings the coun- 
try’s total securities balance to 410 billion yuan. 


Comparison of direct financing with indirect financing 
shows that after deducting the 2.55 billion in financial 
debentures, direct financing in China totaled 194.5 bil- 
lion yuan in 1992, or 54.6 percent of the national bank 
credit increase (356.3 billion yuan) for the year, and 46 
percent of the credit increase (422.8 billion yuan) of 
financial institutions nationwide (including national 
banks, trust investment and city and countryside credit 
cooperatives) for the year. New direct financing in China 
accounted for 12 percent of current ye~- new financing 
in 1991, rising to 31.5 percent in 1992. This means not 
only that profound changes occurred in the mechanism 
for converting savings into investments, but that a series 
of new problems for macroeconomic monetary regula- 
tion and control ensued. 


Risk in direct financing is spread among a large number 
of investors. This is an expression of the self-decision 
making as self-assumption of risk mechanism. At the 
same time, the direct pressures that enterprises bear are 
great, and restraints on going into debt are strong. 
Comparatively speaking, closer attention is given the 
return to be obtained on funds. In indirect financing, all 
the risks are concentrated in the banks. In China, they 
are particularly concentrated in the specialized national 
banks. Since property title is not well defined in China, 
restraints on enterprises going into debt to state-owned 
banks are not strong. Thus, banks have to bear even 
greater risks. Not only is this detrimental to efficient use 
of credit funds, but is also detrimental to bank stability. 
Even more important is that in 1992 the great increase in 
direct financing in China enabled many borrowers, who 
had been formerly excluded from credit markets, to 
obtain funds from an outside source. These borrowers 
may formerly have been unable to obtain credit because 
of limited information, and particularly because of 
policy restrictions. 
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In China today, financial innovation and the associated 
dispersal of channels into many channels is actually the 
result of a “reaction to control” of the existing financial 
system and the credit planning and control system. It is 
in the nature of an inevitable system choice during the 
period of transition to a market economy. This financial 
liberalization trend stems in part from the current for- 
eign financial “example” effect, but mostly it is the 
inevitable consequence of the marketization and the 
monetarization of China’s économy, both of which are 
irreversible. This marks a revolution in reform of the 
country’s financial system and its monetary policy. 


2. The Influx of Currency and the Inability To 
Pian and Control Currency 


In 1992, the net amount of currency put into circulation 
in China broke the 100 billion yuan mark for the first 
time, reaching 115.8 billion yuan, double the amount 
planned at the beginning of the year. This delivered a 
severe blow to a monetary policy that had heretofore 
paid close attention to plans for putting currency into 
circulation. Under the former greatly centralized 
banking system, China’s financial activities were actu- 
ally a bank’s business reflected on a balance sheet. 
Ledgers showed that as a financial obligation, “currency 
in circulation” happened to equal the difference between 
total assets (primarily credit) and other financial obliga- 
tions (primarily savings accounts). Thus, it was very easy 
to come to the conclusion that with good planning of 
credit and savings, the amount of currency issued was a 
plannable and a controllable variable. In addition, mac- 
roeconomic indicators such as the total wage bill, total 
commodity retail sales, investment, and total yield at the 
time were all command style plans; thus, the planned 
amount of currency to be issued extrapolated on the 
basis of the rule-of-thumb percentage was close to the 
actual amount issued. Thus, a permanent model was 
fashioned in which the amount of currency was decided 
by bank supply. This constituted a “currency issuance 
plan.” Currency issuance remains the main medium 
indicator in the country’s monetary policy to this day. 
Currency issuance has always been the golden rule of 
monetary policy when banks wanted to control the two 
“sluice gates” of “credit and currency.’ However, this is 
no longer the case either in theory or in fact. In modern 
society, every individual and every enterprise has var- 
ious kinds of financial assets (mostly cash, savings, and 
securities), the total amount of which are a part of their 
wealth (or the accumulation of many years of earnings). 
People need cash because cash has a function that no 
other financial asset can replace, namely its complete 
liquidity. China is a country that uses large amounts of 
cash. As of the end of 1990, cash as a percentage of M2 
was 17.3 percent in China. In the United States it was 7.4 
percent. Modern economic theory classics demonstrate 
that the demand for cash is decided by three main 
factors: the business motive, ihe prevention motive, and 
the speculation motive. These three main factors are 
influenced by other economic variables. Therefore, when 
analyzing the problem of the amount of currency in 
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China, one should also abide by the logic of the above 
theory. The situation in 1992 suggests that China’s cash 
requirement function will remain unstable during the 
transition to a market economy, which is to say that it 
will have a nonlinear correlation to other economic 
variables for a long time to come. The basic reason is 
that various built-in factors (such as changes in trading 
methods, and changes in the housing and medical treat- 
ment systems that change the amount of currency used) 
are constantly changing. Large numbers of enterprises 
want to enter the market; intellectual commodities such 
as patents and technology are traded in the market; a real 
estate market is developing, etc. Then there is the 
development of securities markets, which have intro- 
duced a very unstable speculative demand factor into 
China’s former cash demand function that has made 
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cash demand volume more unstable. For these reasons, 
in 1992, the trend in putting currency into circulation in 
China broke the annual pattern of previous years of 
cyclical removal of currency from circulation. Further- 


contrast existed between one region and another in the 
release of currency into circulation in China during 
1992. This further testified to the great influence of 
speculative demand on cash flow in China. 

When the demand for currency is inconsistent, the 
release of currency into circulation is also inconsistent. 
Once the market economy develops further, this will be 
even more the case. The following table presents data 
about China’s release of currency into circulation in 
recent years: 





Release of Currency Into Circulation in China 1985-1992 





Year 1985 1986 1987 





195.0 230.0 


680.0 210.0 $33.0 





Percent increase 24.7 23.3 19.4 


46.7 9.8 12.8 20.2 36.4 





Current year release as a - 15.1 14.7 


38.8 11.3 9.0 13.1 19.1 





M2 annual incr: .¢ (%) 17.0 29.3 24.2 


22.4 18.3 27.9 26.5 31.3 





Annual increase in state 23.9 28.5 18.8 














17.0 17.6 22.2 19.0 19.7 

















Source of Data: “Chinese People’s Bank Annual Report 1992” 





The above table shows very great inconsistency in the 
release of currency into circulation in China. Compar- 
ison of this indicator with other macroeconomic indica- 
tors produces no invariable conclusion. No correlation 
exists between the currency increase rate and the M2 
increase rate, nor is there a correlation with credit 
increase. The M2 rate of increase shows some regularity, 
however. Clearly, the amount of currency put into circu- 
lation correlates to the amount of currency in savings 
accounts; it has no great affect on M2, and it is M2 that 
affects the macroeconomy. 


No rational demarcation line exists for the amount of 
currency put into circulation. For a long time, China’s 
central bank has used “economic growth rate + price 
increase rate” as a “rational demarcation line” for cur- 
rency increase, and it has devised concepts such as 
“‘supraeconomic release” and putting so many hundreds 
of million yuan into circulation at various times. Actu- 
ally, the amount of currency placed in circulation is 
determined by currency demand, and currency demand 
is determined by many factors. It has no firm percentage 
correlation to economic growth. It is not the amount of 
currency put into circulation that causes inflation. It is 
only too large a money supply that may set off inflation. 
The correlation that people often make between central 
bank overdraft fiscal deficits and the amount of currency 
put into circulation is incorrect. Fiscal deficits expand 
the money supply, but among all the factors that have an 


effect, placing a large amount of currency in circulation 
does not inevitably produce an excessive money supply. 
Therefore, to juxtapose some macroeconomic variables 
with the amount of currency is circulation, coming to an 
“excessive” or “irrational” value judgment is fallacious. 


The events of 1992 once again demonstrate the inability 
to plan the amount of currency put into circulation. For 
many years, the ical premise for planning the 
release of currency into circulation in China has been 
that the central bank can control the amount of currency 
issued, and that the amount of currency put into circu- 
lation has a very great effect on macroeconomic opera- 
tion. The central bank can control the scale of credit in 
society, because it is banks and other financial institu- 
tions that issue credit, and they have to obey directives 
from the central bank. However, the scale of credit and 
th: amount of currency put into circulation are not 
related; therefore, controlling the scale of credit does not 
equate to controlling the currency supply. The central 
bank can control the basic money supply; i.e., the basic 
amount of credit that the central bank issues, but that 
does not equate with controlling currency. When the 
money multiplier does not change, a fixed ratio correla- 
tion exists between the basic moncy supply and total 
money supply, but there is no correlation with the 
currency supply. The other policy instruments of the 
central bank such as interest rates, exchange rates, sav- 
ings account reserves, etc., may be said to have an effect 
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on the demand for cash, but they have no direct control- 
ling effect. They key point to be noted here is that 
demand for cash comes entirely from individuals (or 
business concerns). Cash is nothing more than a personal 
choice that people make among multiple currency vehi- 
cles in the financial assets structure. This is a self- 
directed, self-benefitting choice. The various factors 
affecting this choice stem from various aspects of mac- 
roeconomic operation, and an overwhelming majority of 
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them are endogenous variables in the operation of the 
economy. They are variables that no planner can forecast 
or control. There is only one method for controlling the 
amount of currency put into circulation, and that is a 
legal provision that every person having income (or 
every resident), and every unit can only possess a certain 
amount of cash. In a modern society, however, this is 
impossible. Let us take another look at how well cur- 
rency planning has been carried out in China in recent 
years. (See the following table). 





Comparison of Currency Planning With Actual Release of Currency Into Circulation 











Year 1984 1985 1986 1987 1988 1989 1990 1991 1992 
Currency Release Plan 80 100 200 230 200 400 400 500 600 
Actual Release 262 195 230 2% 680 210 300 533 1,158 
































The above table shows a substantial difference between 
annual plan and actual results in some years. Sometimes 
the adjustment of plan amounts in the course of a year 
were nothing more than permitting plan norms to 
approach the actual amount of currency issued. Some- 
times, plan was readjusted as late as the end of 
November. Dividing the currency release plan among 
various provinces, the provincial People’s Bank (or peo- 
ple’s government) being responsible for controlling the 
amount of money put into circulation, is impossible in 
practice. From the above, we arrived at various conclu- 
sions as follows: (1) Analysis of the amount of money in 
circulation and how it is distributed must begin with 
currency demand rather than currency supply. (2) Cash 
is just one of many financial instrument. When a market 
economy is being developed and the credit system is 
already fairly developed, the size of the currency supply 
depends mostly on the choice of those having currency. 
The public cash demand function determines the 
amount of currency issued, and the main factors deter- 
mining that demand function are as follows: business 
demand, speculation demand, preventive demand, 
interest rates, and the form of final accounting. (3) It is 
the total money supply that can give rise to future 
inflation, not the amount of cash in circulation. The 
central bank cari control the money supply, but it cannot 
control the amount of cash receipts and disbursements. 
Therefore, currency issuance plans should be cancelled. 
They serve only as an indicator for monitoring the 
macroeconomy. They must not be broken down for 
implementation by all jurisdictions. 


3. Limitations on Controlling the Scale of Credit 


The scale uf credit (meaning the new amount of money 
issued eacl. year by national banks and city and coun- 
tryside credit cooperatives) has always been the most 
important monetary policy tool used in China. Despite 
the continued intensific? ‘ion of economic system mar- 
ket-oriented reforms, in _ - financial realm, it has been 


the scale of credit that has kept the currency stable. The 
scale of credit has been the final “line of defense” in 
guarding against inflation, and for ensuring that reform 
moves ahead smoothly. Without doubt, control of the 


scale of credit has played a very great role in controlling 
the total amount of inflation during the past several 
years. However, as the market economy develops, a 
monetary policy centering around the scale of credit 
exhibits some very great limitations. 


The effectiveness of controlling the scale of credit as a 
key monetary policy instrument depends on three pre- 
requisites as follows: First, the limits placed on credit 
increase must be scientific. Accurate quantity data can 
reflect the principle of “appropriate money supply.” 
Second, control of the scale of credit can also ensure the 
effectiveness of funds allocation. Third control over the 
scale of credit can play a very great role in changing total 
demand. Obviously, as the economy becomes increas- 
ingly a market economy, and particularly with the devel- 
opment of creative financial instruments, the diversifi- 
cation of financial institutions and the development of 
financial markets will kill off the above three prerequi- 
sites. 


The scale of credit no longer reflects actual demand in 
the operation of the economy. The difference between 
central bank actual implementation of monetary policies 
and anticipated plans is greater in China than in any 
other country of the world. Between 1988 and 1991, the 
greatest variation from plan in the scale of credit was 
1.35 fold. The smallest was 17 percent. But they were all 
increase errors. Every year, even as late as the beginning 
of December, credit scale plans had to be readjusted. 
Because of the unpredictability of market demand and 
the influence of many factors in enterprise and indi- 
vidual economic behavior, as well as the increasing trend 
toward a market orientation of endogenous variables in 
the macroeconomy such as prices, savings, investment 
and retail sales, no longer can the operating orbit of the 
above variables be accurately predicted in drawing up 
credit plans, nor is it possible to use credit plans to get a 
rough idea about the behavior of principal economic 
entities. The most convincing proof is that all former 
credit plans used economic growth rate, the degree of rise 
in planned prices, and not change in interest rates as 
their foundation. In fact, however, changes in China's 
economic system long ago separated these several eco- 
nomic variables from plan control. For example, in 
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1990, the credit scale pian was set at 170 billion yuan at 
the beginning of the year. A GNP 8 percent growth rate 
and a 10 percent rise in retail prices were used at the time 
as the basis for the plan. It was also announced that 
“scientific forecasts” had been made in drawing up the 
credit plan, so the scale of credit would certainly not be 
exceeded. The actual result was three adjustments in the 
course of the year that brought the scale of credit to 270 
billion yuan, and it actually finis) 2d at 273.1 billion 
yuan. Meanwhile, GNP for the year increased by an 
actual 5.2 percent, and the rate of increase in retail prices 
was only 2.1 percent. In 1992, the beginning of the year 
plan called for a 280 billion yuan scale of credit, but the 
actual scale was 386.4 billion yuan. 


Control of the scale of credit is incompatible with the 
market resources allocation mechanism. Under the 
market mechanism, the standard used for the alloca- 
tion of credit funds should tend to be largely identical 
with the marginal yield rate per unit of funds. Of 
course, this is only a theoretical hypothesis that is 
difficult to realize in China’s present incompletely 
developed market environment. Nevertheless, this 
orientation cannot be changed. Furthermore, the cur- 
rent mechanism whereby the scale of credit is cut up 
for distribution at various levels means that some 
grassroots level banks have money without being 
assigned a certain scale, or have been assigned a 
certain scale but do not have enough funds. The 
regional distribution structure for the scale of credit 
limits the effectiveness of the flow of funds. Never- 
theless, the market pattern and the orientation of 
benefits is irresistible. The result is a flow of funds 
that evades controls on the scale of use of all financial 
instruments. Undeniably, the central bank’s policy 
intention in the scale of distribution of credit is to 
remedy the uneven economic development of dif- 
ferent regions. However, it does this at the price of a 
loss in returns, and this price is becoming greater and 
greater. The regional spread in China’s economic 
development between 1988 and 1992 shows an ever 
increasing gap between coastal areas and inland areas, 
the northwest, and the northeast region. At the same 
time, the quality of China’s specialized banks credit 
assets declined sharply, the percentage of overdue and 
bad debts rising. 


Yet another policy goal in controlling the scale of 
credit as a means adjusting the regional credit struc- 
ture is as follows: In areas in which the increase in 
savings accounts is greater than the scale of credit, 
banks may deposit the return flow in the central bank 
(i.e., in a contingency account, or as a qi’e [6386 
7345] reserve). Consequently, the central bank can 
use the central bank credit device to make regional 
apportionments. In addition, the pressure for expan- 
sion of the total amount is not great. In this situation, 
the scale of credit stumbling block both plays a role in 
controlling total amount, and may also be used to 
equalize funds surpluses and shortfalls between one 
region and another. It plays a role in adjusting the 
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structure. For a short period (particular between 1984 
and 1989), the situation was truly like this. One might 
say that intended policy results were largely attained. 
Nevertheless, one must realize that the above 
policy work meant no development of financial mar- 
kets, no channels for the flow of funds between one 
region and another, either no or only an extremely 
small number of nonbanking financial institutions, 
and specialized bank full enforcement of central bank 
policy directives. After 1991, these conditions no 
longer existed. The actual situation shows that as a 
result of the development of financial markets and the 
diversification of financial instruments, in addition 
to the widening of the gap in financial returns created 
by the uneven economic development between one 
region and another, not only has there been no 
outflow of funds from areas having large savings 
(coastal provinces and cities becoming a savings-short 
area since 1991), but large amounts of funds from 
inland areas have flowed toward developed coastal 
areas, thereby increasing the credit gap. Conse- 
quently, places having large savings asked the central 
bank to increase the scale of credit, and the pressure 
from local governments was very great. Savings-short 
areas asked the central bank for money saying that 
were entitled to a certain scale but did not have the 
funds. This hurt development of the local economy. 
Local government pressures were even greater. The 
central bank used savings reserves (the reserve fund 
rate being 13 percent) without being able to satisfy 
local allocation requirements. They had to increase 
central bank credit. This further expanded the basic 
money supply and might easily lead to too great an 
amount of money in circulation. Even more seriously, 
the percentage of specialized banks’ contingency fund 
savings in the central bank have declined beginning in 
1992. That percentage was 11.6 percent as of the end 
of 1990, 12.7 percent as of the end of 1991, and fell to 
6.9 percent as of the end of January 1993, it had fallen 
to 4.5 percent. In China, where the clearing system is 
fairly backward, historical data show that if the con- 
tingency fund rate is lower than 5.5 percent, there is 
no way to ensure the money supply that banks need 
for clearance payments. Therefore, there is no use 
even talking about the central bank’s relending of 
these funds to regulate differences between one region 
and another. Clearly, the regional structural readjust- 
ment role that control of the scale of credit plays has 
been largely lost. 


Finally, let us explore the role of control of the scale of 
credit on regulating and controlling social demand. Gen- 
erally speaking, in any society having the ability to pay, 
the expansion of total demand basically depends on 
increasing the amount of money in a broad sense. In 
China, the amount of money in a broad sense is M2. 
Credit is not direct purchasing power by any means. 
Only after an enterprise (or unit, or individual) converts 
credit into a savings account or cash can it write checks 
or buy things directly. Therefore, in exploring the degree 
of regulation and control of total demand resulting from 
controlling the scale of credit, a basic conclusion may be 
reached through a comparative analysis of credit 
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increase with the amount of increase in currency supply, 
M2. For a comparison of the amount of increase in M2 and 
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(national bank and rural credit cooperative) annual credit 
increase figures in recent yeass, see the table below: 





Comparison of the Annual Increase in Money Supply, M2 and the Annual Increase in Credit, 1983-1992 















































Year 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 
M2 Increase 520 1,250 756 1,522 1,665 1,711 1,856 3,312 4,088 6,050 
Credit Increase 646 1,352 1,183 1,845 1,650 1,679 2,011 3,085 3,269 4,228 
Difference -126 -102 427 -323 15 32 -155 227 819 1,822 
The above table shows that up until 1990 the scale of _ ‘its loans increased by 342.7 billion yuan. Savings 
credit was either greater than M2 or that the two were _ increased 72 billion yuan more than loans. However, 
equal. One might say that during this period control of §_ xcept for the legally required payments into the afor- 
the scale of credit was largely effective in controlling stated savings reserve the savings that 


overall social demand. After 1990, the gap between an 
M2 that was greater than the scale of credit widened 
rapidly. In 1992, the difference already accounted for 
43.1 percent of the scale of credit for the year. At this 
time, limitation of credit was virtually ineffective in 
regulating and controlling total demand. The impact 
from development of a market economy on plan regula- 
tion and control methods wii be irresistible. The basic 
reasons may be summarized as three: Development of 
financial markets, diversification of financial instru- 
ments, and the gradual establishment of the dominant 
position of the specialized banks’ and financial institu- 
tions’ interests. 


First to be hit by the limitation or credit will be the large 
direct financing activities of financial markets. Develop- 
ment of securities markets will provide investment 
opportunities to large numbers of investors, and enter- 
prises will also be able to use diverse financial instru- 
ments to attract capital. Consequent!y, share certificates, 
debentures, and various forms of fund raising (that may 
be collectively termed unstandardized commercial 
paper) will mean that a large amount of funds that 
formerly were not figured in M2 will be converted into 
enterprise savings or cash, thereby increasing the 
amount of M2. Examples include government savings, 
and the savings of official organs and groups, which were 
heretofore not included in M2, that will be converted 
into enterprise savings through the above mentioned 
vehicles to become a part of M2. 


Second, the above direct financing activities will enable 
a great increase in the savings accounts of specialized 
banks. Their credit limited, specialized banks will no 
longer be as “naive” as formerly when they returned 
money to the central bank (because to do so would mean 
less interest). Instead, they will lend the money to other 
nonbanking financial institutions, invest it in a bank- 
enterprise partnership, invest it internally by lending it 
to a company it owns for investment in securities, lend it 
as off-the-books funds, or invest it directly in industry 
and commerce (such as building multi-story buildings), 
etc. In 1992, the savings of China’ five large national 
banks (the Chinese Industrial and Commercial Bank, the 
Chinese Bank of Agriculture, the Bank of China, the 
Chinese’ People’s Construction Bank, and the Bank of 
Communications) increased by 414.7 billion yuan, and 


members. Share trading volume is 1 37.7 billion yuan. In 
addition, the real estate craze, and the stock share, bond, 
and fund raising craze within enterprises during 1992 
have produced an enormous flow of funds outside the 
national banking system (outside credit limits). This 
shows the formation of a four tier finance (credit) system 
in Chinese society: At the first level, the total volume of 
financing, including both indirect and direct financing is 
almost equal to total M2. As of the end of 1992, the 
balance was 2.54 trillion yuan. At the second level is the 
total amount of credit of the national banks, other 
regional commercial banks, city and countryside credit 
cooperatives, and nonbanking institutions. In other 
words, the total amount of indirect financing, which 
stood at approximately 2.66 trillion yuan as of the end of 
1992. At the third level is the total amount of credit of 
the five large banks, which stood at 2.102.5 trillion yuan 
as of the end of 1992. At the fourth level is the total 
assets of the central bank (mostly the sum of loans, 
foreign exchange loans, and government lending), which 
totaled 980 billion yuan as of the end of 1992. Foremost 
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exist for “getting around the scale of credit.” Formerly 
control of the scale of credit depended mostly on the 
official mechanism for appointing and dismissing per- 
sonnel. Administrative means were used to attain the 
goal of regulation and control. In the market economy 
climate, the operating mechanism of the country’s spe- 
cialized makes has undergone substantive changes. Spe- 
cialized bank grassroots level banks and financial insti- 
tutions have become opposite interest entities. Their 
actions stem increasingly from local interests. They act 
according to market rules. This is because the market 
environment provides the basis for the diversification, 
or the diversification «nder various guises, of bank 
business. This shows that China’s grassroots level banks 
(or financial institutions) are no longer completely sub- 
servient to administratively directed financial institu- 
tions. Instead, they act in pursuit of their own interests in 
financial markets. To continue to suppose that China’s 
specialized banks “possess macroeconomic regulation 
and control functions” today is not consistent with 
reality. The ones that can truly regulate and control the 
total money supply are only the foregoing four levels: 
The amount of increase in central bank assets translates 
into basic money, but the methods of regulation and 
control require fundamental reform. 


SMALL-SCALE ENTERPRISES 


Suggestions To Develop Liaoning Rural Enterprises 
93CE0584A Shenyang NONGYE JINGJI 
[AGRICULTURAL ECONOMY] in Chinese No 5, 

13 May 93 pp 26-31 


[Article by Shi Yongsheng (0670 3057 3932): “Sugges- 
tions for Developing Liaoning Township Enterprises’’} 


[Text] As we earnestly implement the speeches delivered 
by Deng Xiaoping while he inspected the south and act 
in the spirit of the 14th CPC National Congress at a time 
when reform and the open policy are picking up across 
the board with the national economy racing ahead, we 
must correctly assess the situation in the development of 
township and town enterprises in Liaoning. Don’t be 
blindly optimistic and relax our leadership just because 
things are going our way at the moment. Open our eyes 
to the gaps and acknowledge our backwardness. 
Summon the courage to be the first and keep up our 
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drive to excel unwaveringly to scale new heights. That 
way township enterprises, the brightest star in Liaoning’s 
economy, will be able to do what they should to revi- 
talize the Liaoning economy. 


1. By and large Liaoning has kept pace with the rest of 
the nation in the development of township and town 
enterprises. As far as enterprises are concerned, it should 
be satd, the situation in Liaoning is very gratifying now 
that we have achieved our development objectives of a 
breakthrough nature. This is the result of the growing 
ideological consensus achieved ever several years under 
the leadership of the CPC Central Committee, the State 
Council, the provincial CPC committee, and the provin- 
cial government. 


In accordance with the CPC Central Committee’s stra- 
tegic vision—‘speed up reform and the open policy and 
concentrate our energies on economic construction,” the 
provincial CPC committee and provincial government 
decided in 1992 to tackle the development of township 
and town enterprises as one of the four major strategies 
for revitalizing Liaoning’s economy. Throughout the 
province party and government leading organs and all 
trades and professions pushed ahead by working 
together. The result is a new look in township and town 
enterprises—fast development. Statistically, township 
and town enterprises in Liaoning had a total employ- 
ment of 3.52 million in 1992, 39.5 perseni of the rural 
work force. Township and town enterprises realized a 
gross output value of 85.5 billion yuan and the gross 
output value of township industry amounted to 61.5 
billion yuan, up 55.6 percent and 46 percent, respec- 
tively, compared to the preceding year. Cities like 
Dalian, Anshan, Liaoyang, and Penjin all saw significant 
growth. The more economically developed an area is, the 
stronger the growth. The increase in the value of rural 
industry and net output value rose 39.2 percent and 43.7 
percent, respectively, over the preceding year. Practice 
proves that township and town enterprises are indeed 
the most crucial growth sector in the Liaoning economy. 
In 1992 there was a net gain of 22.3 billion yuan in 
Liaoning’s gross rural social output value, of which 
township and town enterprises accounted for 90 percent, 
and a gain of 47 billion yuan in the province’s gross value 
of industrial output, of which township and town enter- 
prises made up 41 percent. Province-wide the added 
value of rural industry grew 25.4 percentage points faster 
than that of the secondary industry. Rural industry 
accounted for 12.8 percent of the added value of the 
secondary industry and 32.6 percent of the increase in 
added value in the province for that year. While back- 
ward compared with their counterparts in the advanced 
provinces and municipalities, township and town enter- 
prises in Liaoning basically have kept up with the pace of 
development nationwide. Since 1984, the gross annual 
output value of township and town enterprises in the 
province has been rising 15 percent on the average. They 
accounted for 4.4 percent of the gross output value of all 
township and town enterprises in the nation, up from 3.4 
percent. The gross output value of township industry in 
Liaoning has been growing 14.8 percent annually on 
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average. Liaoning’s township industry accounted for 4.5 
percent of the gross output value of township industry in 
the nation, down from 5.3 percent. Despite the 0.8 
percent drop in the share of industrial output value, the 
overall volume indicator for township and town enter- 
prises has gone up. 


These were the distinguishing features of the develop- 
ment of township and town enterprises in the province 
in 1992. First, the industrial structure has changed 
considerably. The growth of the tertiary industry accel- 
erated sharply as the construction and installation 
industry, transportation and communications industry, 
and restaurant trade expanded much more rapidly than 
industry, growing 119.7 percent, 56.5 percent, and 82.6 
percent, respectively, over the preceding year. The con- 
struction and installation industry and restaurant trade 
accounted for 3.2 percentage points and 1.4 percentage 
points more, respectively, of the gross output value of all 
township and town enterprise<. Second, their economic 
performance has been getting better by the day. Sales 
were brisk. The improvement in economic performance 
has largely kept up with the rate of development. Sales 
revenue rose 54.1 percent compared to the year before. 
Total profits increased 47 percent; sales taxes and 
profits, 47.7 percent; the product sales rate, 20.78 per- 
cent; capital to profits and taxes rate, 0.81 percent; and 
labor productivity, 76.28 percent. The turnover of circu- 
lating funds accelerated 0.08 times and both the cost to 
profit rate and the net output value rate rebounded. The 
comprehensive index of the profitab:lity of rural 
industry was 103.62, a gain of 8.25 over 1991 and 21.52 
higher than the province’s comprehensive index of the 
profitability of industry. The number of money-losing 
enterprises fell 53 percent while the amount of losses 
declined 14.6 percent. Money-losing enterprises made 
up 3.88 percent of all enterprises, down from 5.96 
percent. The proportion of losses amounted to 3.85 
percent, down from 7.97 percent. Third, rural enter- 
prises have enlarged their scale of operations, with the 
original value of their fixed assets reaching 15.2 billion 
yuan in 1992, up 32.2 percent over a year ago. In 1992 
the average rural enterprise employed 41 people, up 
from 30 in 1984. During the same period its output value 
rose from 130,000 yuan to 1.07 million yuan and its 
fixed assets soared from 5,000 yuan to 380,000 yuan. In 
Dalian, which boasts some of the largest enterprises in 
the province, the :.verage enterprise now hires 68 people 
and has 2.32 milion yuan in output value and 760,000 
yuan in fixed assets. Fourth, township and town enter- 
prises continue to experience a strong surge in exports. 
In 1992 such enterprises in the province delivered 5.1 
billion yuan worth of merchandise destined for overseas 
markets, up 54.4 percent compared to the previous year. 
Shenyang, Dalian, Anshan, Benxi, Yingkou, Liaoyang, 
and Chaoyang all increased their exports by over 50 
percent. In Dalian, a leader in exports, township and 
town enterprises now account for 60 percent of all goods 
delivered for export by township and town enterprises in 
the province. 
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The policies and principles of the central government 
have given a powerful impetus to the “breakthrough” 
development of township and town enterprises. Within 
the province, the most important factor is the high 
priority given to their development by the provincial 
party committee, the provincial government, and party 
and government leaders at all levels. They have stepped 
mn leadership effectively and mobilized all sectors, 
te Jes, and professions to make a concerted effort. When 
villages and enterprises strive to move ahead, township 
and town enterprises are well placed to grow. Second, 
aggressive investment. In 1992, township and town 
enterprises increased investment funds by 4 billion yuan 
and borrowed 3.43 billion yuan, up 33.8 percent and 27 
percent, respectively, over a year ago. Fixed assets 
increased 5.1 billion yuan. Investment has begun to pay 
off. Third, the mechanism of township and town enter- 
prises has been further improved. The target system of 
the contracted management responsibility system is 
becoming increasingly standardized. Enterprise groups 
have made significant strides, as have enterprises that 
have introduced shareholding cooperation. Fourth, 
adopting the strategy of using science and technology 
[S&T] to energize enterprises. Relying on qualified per- 
sonnel, new products, and new technology has become 
the modus operandi of many enterprises. Over 800 new 
products have been developed above the municipal level 
alone. Fifth, target development. The “221 demonstra- 
tion projects” went under way across the board, key 
localities experienced significant growth, and enterprises 
are paying more attention to scale management. Prov- 
ince-wide, 10 counties and districts each reported over 2 
billion yuan in annual output value. They completed 50 
percent of the planned projects and accounted for 51.5 
percent of the province’s total output value. Also, 238 
townships had annual output value in excess of 100 
million yuan each; they completed 119 percent of the 
planned projects and accounted for 45 percent of the 
province’s total output value. In addition, 1,065 villages 
had an annual output value over 10 million yuan each; 
they completed 106.5 percent of the planned projects 
and accounted for 26 percent of the province’s total 
output value. There were 754 enterprises which each had 
over 10 million yuan in annual output value, accounting 
for 13 percent of the province’s total output value. For 
the province as a whole, 28 counties and districts, 36.3 
percent of all grain-producing areas, each reported 
profits and taxes exceeding 100 million yuan. Their 
combined profits and taxes amounted to 7.66 billion 
yuan, 76.5 percent of the provincial total. These locali- 
ties and enterprises have become the engine that drives 
the development of township enterprises in the province. 


2. Issues in the development of township and town 
enterprises that leaders at all levels should consider 
carefully. In general, township and town enterprises are 
developing well. But we also must realize soberly that 
there are still some problems in their development that 
cannot be overlooked and must be tackled urgently. 
Achievemciits must be fully acknowledged so as to 
reinforce people’s confidence and encourage them to 
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push ahead in search of new progress. At the same time, 
we should fully recognize the inadequacies and admit 
our backwardness to inspire ourselves to accelerate our 
development to catch up with the advanced. Right now 
we would do well to consider these issues long and hard. 


First, the development has been extremely uneven. Lia- 
oning must be considered one of the more advanced 
provinces in the nation when it comes to township 
enterprises, but it has few truly developed municipali- 
ties, counties, or townships. Township and town enter- 
prises in only 10 counties and districts in Liaoning, or 13 
percent of all counties and districts in the province, had 
an annual output value over 2 billion yuan each. There 
were 1,253 townships and towns in Liaoning, but only 15 
had an output value over 500 million yuan; 16,931 
villages, of which only 42 had an output value exceeding 
100 million yuan; and 50,872 rural enterprises, of which 
only 19, a very small proportion and most of them in 
Dalian, had an annual output value over 100 million 
yuan. Development in most other cities is less than 
rapid. Some of them in fact are showing notable signs of 
falling behind. This situation is incongruous with their 
strengths. Dalian has been making big strides forward 
year after year since 1984, its township and town enter- 
prises and township industry growing 25.4 percent and 
29.8 percent, respectively, each year on the average, 
accounting for 32.8 percent and 27.1 percent of the 
provincial total, up from 17.7 percent and 16 percent, 
respectively. A number of other cities may have achieved 
rapid growth in absolute terms, but contribute to a 
declining share of the province’s total over the past few 
years. Since 1984, township and town enterprises ia 
Shenyang have been increasing their annual output value 
by 13.5 percent each year, lower than the provincial 
average. They accounted for 16.4 percent of the total 
output value of township and town enterprises in the 
province, down from 17.3 percent. In Shenyang, town- 
ship industry grew 10.9 percent each year on the average, 
3.9 percentage points lower than the provincial average. 
It accounted for 19.6 percent of the total output value of 
township industry in the province, down from 21.7 
percent. Let us compare the two municipalities of Shen- 
yang and Dalian, both with provincial-level decision- 
making authority. In 1984 Shenyang accounted for 0.4 
percentage point less than Dalian of the output value of 
all township and town enterprises iu the province; in 
1992 it was 16.4 percentage points less. In 1984 it outdid 
Shenyang by 5.3 percentage points in its contribution to 
the province’s total industrial output value. By 1992 it 
had fallen behind Dalian by 7.5 percentage points. 
During this eight year period, the output value of town- 
ship and town enterprises in Shenyang was off that of 
Dalian by 14 billion yuan, the gross output value of 
township industry, by 4.6 billion yuan, equivalent to the 
gross output value of township and town enterprises in 
Shenyang in 1992. In 1984, Yingkou accounted for 12.4 
percent of the province’s total output value of township 
and town enterprises; by 1992, it had dropped to 5.6 
percent, a drive of 6.8 percentage points, equivalent to 
the actual output value of Yingkou. In 1984, Chaoyang 
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accounted for 6.3 percent of the output value of all 
township and town enterprises in the province. By 1992, 
it had declined to 3.8 percent, equivalent to 60 percent of 
the actual output value of Chaoyang. The gap in overall 
volume between the “three border” areas and other 
places with developed township and town enterprises is 
huge. There are only seven townships in Ganjingzi 
District in Dalian, yet the output value of the district’s 
township and town enterprises is a high 8.5 billion yuan, 
or 1.2 billion yuan per town. The output value of just this 
one district equals the sum of the output of the 81 
townships in the 16 counties in the two cities of Tieling 
and Chaoyang and doubles that of the 83 townships and 
towns in the 18 counties in four cities: Fushun, Benxi, 
Fuxin, and Penjin. Of the five townships in the province 
with township and town enterprises each generating | 
billion yuan in output value, four are found in Ganjingzi 
District. In 1992 township and town enterprises Gan- 
jingzi District boasted 21 billion yuan in output value, 
equal to the sum of Benxi, Fuxin, and Penjin. Of the 77 
counties and districts in the province, the output value of 
Ganjingzi exceeded the sum of that of 60 counties and 
districts. 


Second, the level of investment does not meet the need 
of large-scale development in township and town enter- 
prises and is grossly incongruous with both their eco- 
nomic standing in the province and what it actually takes 
to develop them. For the province as a whole, there was 
an infusion of just 4 billion yuan into the township and 
town enterprise investment fund, less than what was 
invested in just Suzhou in Jiangsu Province. Most of the 
cities in Liaoning invested than one county in Jiangsu or 
Shandong. Not only do local governments spend rela- 
tively little to nurture township and town enterprises, 
but even the working funds earmarked by the state to aid 
such enterprises is a long way from the level it should be. 
Nor have township and town enterprises taken out many 
loans. Bank lending is on a smaller scale here than in 
other provinces and municipalities. Also there are many 
restrictions on inter-enterprise short-term borrowing. It 
is an uphill struggle just setting up an organization to 
make short-term loans. Things that other provinces can 
do are often hard to accomplish in Liaoning. Even more 
strapped for funds are the “three border” areas. Besides 
paying sales taxes and income taxes as required, town- 
ship and town enterprises must hand over 40 percent of 
their net profits to the villages. They also shoulder a 
heavy social burden. Province-wide, in 1991 rural enter- 
prises set aside 6.3 percent of the profits available for 
distribution as social spending, equivalent to 11.7 per- 
cent of their net profits for that year. They have rela- 
tively little funds at their own disposal. Because of the 
meager investment, progress in technological transfor- 
mation has been sluggish and the adoption of applicable 
technology and development of high-tech have been 
slow. What new products there are fail to meet market 
requirements. Overall the level of product quality is low. 
Popular products widely available on the market are few 
and far between. Competitiveness is poor. This has had 
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a direct impact on the rate of growth and profit margin of 
township and town enterprises. 


Third, slow progress in recreating the strength township 
and town enterprises enjoy in their mechanism. More 
must be done to bring out the strength of the contracted 
responsibility system. In the wake of the creation of a 
market economy, the enterprise operating mechanism, 
particularly enterprises’ operating drive and decision- 

making mechanism, should be further improved. The 
shareholding cooperative system represents a fairly good 
way to recreate the advantages of the mechanism of 
township and town enterprises. Ideological resistance 
from all quarters, however, has been considerable, 
holding back progress. By 1992, only 644 enterprises, or 
1.3 percent of all rural enterprises, had been approved 
for participation in the pilot project. Of these 644, &0 
percent are found in Shenyang, Dalian, and Anshan. In 
some cities, not a single enterprise is experimenting with 
shareholding cooperation. As the socialist market 
economy develops apace, the way enterprises are orga- 
nized needs to be further adjusted. Scale management, 
enterprise groups, enterprise organizations, and small 
industrial zones need to be further developed. The idea 
of letting one industry dominate while diversifying one’s 
operations must be reaffirmed. 


Fourth, departments that manage township and town 
enterprises and provide services to them as well as the 
core leadership are not meeting the requirements of a 
market economy. Some departments in charge fulfil 
neither their guidance nor their service functions. They 
have few novel techniques and their work is mediocre, 
devoid of any outstanding features or achievements. The 
key here is personnel. For some departments, the only 
consideration they have when they recruit staff is so- 
called “reliability.” They ignore a person’s performance 
and don’t care whether he is capable of any pioneering 
work. As a result, some departments have not done 
anything remarkable for years and failed in their respon- 
sibility to act as an adviser to the authorities above, offer 
services to those below, and coordinate laterally. 


3. Some suggestions on spurring township and town 
enterprises in Liaoning to upgrade themselves continu- 
ously. According to the provincial plan on industrial 
upgrading, the gross output value of township and town 
industry and the gross output value of township and 
town enterprises are projected to reach 250 and 300 
billion yuan, respectively. This year the gross output 
value of township and town enterprises in Liaoning 
should exceed 112 billion yuan, with a significant 
increase in profits. The following suggestions are put 
forward with a view toward achieving those goals. 


First, the party committee and government should fur- 
ther step up their leadership over the work of township 
and town enterprises. After a full study of the situation in 
the province, municipalities, and counties, they should 
work out policies and measures to speed up the develop- 
ment of township enterprises and organize their imple- 
mentation effectively. Areas which have clearly fallen 
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behind should have a sense of urgency and commit 
themselves to overtaking the advanced in a hurry. Spend 
more time doing practical work and less time sloganeer- 
ing. When it comes to work guidance, we should cus- 
tomize our guidance firmly and push ahead step by step. 
Even as we work on the developed areas, we should give 
special consideration to the “three border” areas in 
terms of leadership, funding, and technical aid. Special 
attention should be given to making the most of Liaon- 
ing’s strengths. Plan comprehensively and integrate the 
old industrial base with the “second industrial revolu- 
tion” and the acceleration of the development of town- 
ship and town enterprises. Use preferential policies to 
mobilize the enthusiasm of cities and all trades and 
professions to develop township and town enterprises, 
creating a situation in which the entire province cooper- 
ates to further their development. Regulations unfavor- 
able to their development should be got rid of. Systems 
that hinder exercising leadership over and providing 
services to township and town enterprises should be 
corrected. At present township and town enterprises are 
in the deve.opment phase, so it would be inadvisable to 
weaken the departments in charge of enterprises or their 
service organs too soon. Reinforce the ranks of leader- 
ship in management and service organs, reshuffling them 
as appropriate. After they are adjusted and shaken up, 
the existing service organizations should form the basis 
of new industry and trade group service corporations for 
township enterprises. Similar institutions can be set up 
at the county level. The idea is to make better use of the 
service function of class 1 provincial-level service orga- 
nizations, broaden the range of services, and enhance 
their capacity to provide services. 


Second, explore ways of expediting the development of 
township and town enterprises in the “second industrial 
revolution” in Liaoning. The “second industrial revolu- 
tion” is a strategy aimed at rejuvenating the old indus- 
trial base and revitalizing Liaoning’s economy. It was 
put forward in the spirit of the important speeches Deng 
Xiaoping made while he inspected the south and that of 
the 14th CPC National Congress, a response to the new 
situation with a socialist market economy taking shape 
at a time when there is a deepening understanding of the 
situation in the province. The strategy includes many 
things. First of all, it involves meeting the requirements 
of creating a socialist market economy, speeding up 
reform and the open policy, and completing the transi- 
tion from an exclusively planned economy to a market 
economy as soon as possible. Second, it means adhering 
to the principle of “using technology to revitalize Liaon- 
ing,” accelerating the renovation and transformation of 
the old industrial base, using new technology to trans- 
form old equipment and backward technology, adjusting 
the mix of products as well as the industrial structure, 
further bringing out the strengths of large and mid-sized 
enterprises, atid building a new industrial base for 
China’s modernization without delay. Third, it means 
acquiring advanced managerial experience and manage- 
rial. methods assiduously and quickly, using foreign 
capital and importing foreign technology boldly, and 
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nurturing a host of growth industries vigorously to steer 
Liaoning into the economic development path of low 
input, high output, and fast accumulation. This great 
undertaking to revive the former glory of the old indus- 
trial base of Liaoning has given township and town 
enterprises a new opportunity for development. They 
must diligently take the initiative to fulfill their role and 
contribute as they should. Nurture and exploit the 
strength of township and town enterprise mechanism 
against the backdrop of a market economy. Decide on a 
production and business strategy. Operate in accordance 
with the laws of the market. Participate in the market 
enthusiastically. In particular, they should find their 
proper place on the capital goods market, take advantage 
of the market as the allocator of resources, link up with 
urban enterprises as well as the two major markets, 
namely domestic and foreign, and search for opportuni- 
ties to speed up their development. Take advantage of 
the favorable opportunities afforded us by the techno- 
logical transformation of large industry and look for 
cooperation partners in each and every way as part of an 
all-out push for urban-rural economic and technological 
integration. The idea is to develop township and town 
enterprises in a hurry in a way that will minimize 
competition with large and mid-sized state enterprises, 
making it possible for the urban and rural economies to 
complement each other. Take the initiative to adjust the 
Organization of enterprises, setting up enterprise groups 
or participate in enterprise groups headed by large and 
mid-sized enterprises in accordance with the require- 
ments of socialized mass production. Work hard to 
enlarge the scale of enterprises, reap the benefits of scale, 
improve the profit margin, and enhance competitive- 
ness. Make the most of the strengths of township and 
town enterprises. The starting point in economic devel- 
opment is the principle of combining self-reliance with 
the necessary state aid. In setting up enterprises, we 
should concentrate on mobilizing the enthusiasm of the 
masses to build enterprises, tap the funding resources 
among the masses, widen the investment channels in 
every way possible, work hard to increase enterprises’ 
own self-accumulation, and overcome the tendency to 
rely on government funds and loans so that township 
and town enterprises can develop faster and more 
healthily, becoming the largest and strongest growth 
industry in the Liaoning economy while creating only 
minimal financial pressure on the “second industrial 
revolution.” Even as we exploit township and town 
enterprises’ strengths, we need to recognize their draw- 
backs and correct them thoroughly. Grasp the favorable 
opportunity afforded by the “second industrial revolu- 
tion” to adopt a variety of ways to establish ties with 
large and mid-sized enterprises. With the latter pro- 
viding assistance and setting an example, township and 
town enterprises should waste no time in closing their 
gap with them in the quality of their cadres and workers, 
managerial and operating experience, and the level of 
technical equipment. That way township and town 
enterprises can become the most solid and dynamic front 
army in the revitalization of the Liaoning economy. 
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Third, increase investment in each and every way. In 
accordance with the plan of upgrading township and 
town enterprises, these enterprises must grow 30 percent 
annually on average in the next few years and increase 
their output value by 35 billion yuan to account for over 
50 percent of the net increase in output value in the 
province. This is not going to happen without a substan- 
tial investment. Besides self-accumulation by township 
and town enterprises and funds raised by peasants them- 
selves, finance departments at all levels should devote a 
set percentage of the funds to aid township and town 
enterprises. It is stipulated that 50 percent of the aid- 
agriculture working funds be spent to support township 
and town enterprises. Can the share be raised to 60 or 70 
perceni? To ensure that investment in township and 
town enterprises increase year after year, we should set 
up a township and town development fund at each level 
without delay to pool together a portion of the govern- 
ment aid-agriculture working capital and a specified 
percentage of each of the following: the government 
contract income slated to increase year after year, the 
sales revenue of township and town enterprises, profits 
turned over to villages by rural enterprises, and the 
increase in income taxes paid by township and town 
enterprises. We should continue to set aside part of the 
technological transformation funds at all levels to aid the 
technological transformation of township and town 
enterprises. Tax and insurance agencies likewise should 
make available to them some funds as shori-term loans. 
Since bank loans account for a considerable chunk of the 
investment in township and town enterprises, everything 
should be done to increase the scale of such borrowing. 
Restrictions on short-term borrowing by enterprises 
themselves should be eased. They shouid be actively 
assisted in setting up cooperation funds, including town- 
ship and town enterprises investment and development 
shareholding companies at the class | provincial level 
and their branches and operating units in municipalities 
and counties that meet the requirements. It would be the 
responsibility of these bodies to raise short-term funds 
for township and town enterprises, and acting as the 
enterprises’ agents, issue investment bonds and shares. 
Make an extra effort to attract foreign capital, organize 
the “three kinds of enterprises that are either partially or 
wholly foreign-funded,” and set up inter-regional enter- 
prises jointly with other localities. 


Fourih, strive to do a good job in remaking the township 
and town enterprise mechanism. If we pull this off, we 
can achieve two things: bring out the strength of the 
township and town enterprise mechanism and broaden 
the funding sources of township and town enterprises. 
Besides further improving the contracted management 
responsibility system, we should build up a mechanism 
for adapting to changes on the market and adjust and 
reform the systems and operating methods unfavorable 
to the effort to enhance ente-prises’ adaptability and 
achieve their business objectives. Go all out to develop 
the shareholding cooperative system. New enterprises 
should model themselves on the shareholding coopera- 
tive enterprise while existing rural enterprises should 
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work hard to transform themselves into shareholding 
cooperative enterprises. All levels should review their 
experience in this area in earnest. Improve work guid- 
ance and leadership. Also, guide the development of 
enterprise groups diligently. Establish small industrial 
zones and put together a variety of special or general 
markets in accordance with the principle of suiting 
measures to local conditions, making good plans, volun- 
tary participation and mutual benefit, and pursuing 
stable development so as to bring the organizational 
structure of enterprises and their geographical distribu- 
tion more in line with the requirements of developing 
township and town enterprises and a rnarket economy. 


Fifth, work mighty hard to advance technological 
progress. Develop new products and accelerate product 
turnover at township and town enterprises. Import tech- 
nology, spur technological transformation, and make the 
products of township enterprises increasingly competi- 
tive. Departments in charge of township and town enter- 
prises at all levels and other departments involved in 
S&T research should step up information consulting and 
services to help the enterprises develop new products 
and new industries, adopt appropriate technology, 
develop multiple-processing products, increase the tech- 
nological content and added value of a product, and 
guide township and town enterprises to locate them- 
selves properly and develop healthily. Avoid competi- 
tion with large enterprises if at all possible. Work hard to 
develop spatial market products, products to be exported 
to earn foreign exchange, and the tertiary industry. 
Township and town enterprises should take the initiative 
to seek assistance and develop organizations combining 
science and industry with trade. The key to furthering 
technological progress is qualified personnel. We should 
be willing to spend the money to import, train, and 
nurture qualified personnel of all types. Those who run 
township and town enterprises should have the courage 
to or be good at implementing a qualified personnel 
recruitment and employment strategy that would enable 
them to attract and put to good use all sorts of exports. 
Rely on experts to come up with new products, provide 
good management, and turn a profit. 


Sixth, further improve enterprise management. Examine 
and study in earnest all the problems of township and 
town enterprises in the field of management. Take 
measures to improve management in a targeted way. 
Conduct enterprise group consultations and launch con- 
sulting services. Intensify the enterprise management 
demonstration village projects to put an end to backward 
management without delay. In particular, we should 
strengthen financial management, improve township 
and town enterprise’ margin of profit, and reverse the 
trend of declining profits year after year. That the more 
developed a market economy is, the greater the need to 
strengthen financial management should be the guiding 
thought behind the micro and macro management of 
township and town enterprises. We can only strengthen, 
not weaken, the departments in charge of township 
enterprises and their finance organs at all levels. Turning 
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to finance and accounting reform, we must make a 
practical effort to do a good job in training financial and 
accounting personnel to ensure that the “General Rules 
on Enterprise Finance,” “Enterprise Accounting Regu- 
lations,” and “Finance and Accounting Systems for 
Township and Town Enterprises” are implemented fully 
and properly. To meet the requirements of enterprise 
management, departments in charge above the munic- 
ipal level should set up a chief accountant system and 
chief economist system and create bodies such as man- 
agement guidance stations and consulting service centers 
to provide the enterprises with a full range of services 
that would help raise their level of management. 


iang Agricultural Bank Funds Rural 
t 


93CE0781A Harbin HEILONGJIANG RIBAO 
in Chinese 3 Jul 93 p 1 


[Article by Wang Lifeng (3769 4539 1496): 
“Heilongjiang Provincial Agricultural Bank Supports 
Rapid Development of Town and Township Enterprises 
With All Its Resources”} 


[Text] The Heilongjiang Provincial Agricultural Bank is 
earnestly working to implement the strategy of the pro- 
vincial party committee, and the provincial government, 
for the rapid development of town and township enter- 
prises. It is adjusting the allocation of agricultural loans 
in accordance with rural production policy, so that funds 
available to town and township enterprises will greatly 
increase. By the end of May, loans obtained by town and 
township enterprises in Heilongjiang increased 38.36 
percent over the same period last year, and net issues 
were 42.89 percent of agricultural loans. 


The bank is taking stronger measures to adjust the 
allocation of its loans. Its management strategy is 
shifting from supporting grain production only, to sup- 
porting a commodity economy, and assisting mainly 
town and township enterprises. Within the limits of the 
credits and funding it can offer, it is increasing, year by 
year, the amount of credit available to town and town- 
ship enterprises. The cumulative total of loans to town 
and township enterprises in 1991 was 1.912 billion yuan, 
an increase of 16.65 percent over the previous year. Net 
issues were 555 million yuan, amounting to 38.93 per- 
cent of agricultural loans for that year. This year, the 
plan is to issue 700 million in net joans. By the end of 
May, the net increase in funding given to town and 
township enterprises in Heilongjiang, came to 397 mil- 
lion yuan, which was 42.89 percent of the balance of all 
net issues of agricultural loans; that is to say, nearly half 
the funding was used to support town and township 
enterprises. 


The Heilongjiang Provincial Agricultural Bank is opti- 
mizing the allocation of its loans by the method of “when 
the grain is scarce, first feed the hen that lays the eggs.” 
It favors enterprises that have good-selling products, and 
top credit ratings, and that pay back their loans quickly. 
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It favors those leading enterprises that integrate trade, 
industry, and agriculture. It favors enterprises that are 
highly involved with technology, are export-oriented, 
and earn foreign exchange. It focuses on supporting 
superior districts, successful products, and star enter- 
prises. In making allocations, it both takes the needs of 
prosperous regions into consideration and also looks out 
for old revolutionary base areas, and minority, border, 
and poor counties. One of the poor counties in 
Heilongjiang is Gannan County, which urgently needs to 
get on the bandwagon of town and township enterprises. 
Wang Shuwen (3769 2579 2429), head of the provincial 
agricultural bank, led a working group to Gannan to 
process applications on the spot. They investigated 
projects on site, and approved, then and there, 1.70 
million yuan in loans to support the development of 
town and township enterprises. In issuing loans, they 
both provided badly-needed help and also built on 
established successes. Since last year, the price of soy- 
beans has been rising steadily, and enterprises that 
extract and produce soybean urgently need funds to buy 
raw materials. The provincial agricultural bank, with 
funding extremely tight, has raised 59 million yuan in 
loans, giving timely support to 42 town and township oil 
factories in buying 104,000 tons of soybeans, so that 
these town and township enterprises can achieve good 
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economic efficiency on the deal. Last year, the provincial 
agricultural bank issued 1.48 million yuan in loans, to 
support town and township enterprises in developing 
production of brick, concrete, lime, and ceramic tiles. 
These quick projects realized 546 million yuan in output 
value, earned 424 million yuan in income from sales, 
and produced 4.832 million yuan in profits and taxes, 
which were, respectively, 28.9 percent, 28.3 percent, and 
30 percent of the output value, income from sales, and 
profits and taxes, produced by town and township enter- 
prises in the entire province. 


It also insists on the principle of awarding loans, based 
on sales volume, the credibility of the person in charge, 
profit potential (both for the bank and for the enter- 
prise), and self-raised funds (with the enterprise raising 
from 30 to 50 percent of the funding itself). It assigns 
resident credit officers to key enterprises, so as to 
improve oversight of loans, and avoid defaults. 


The provincial agricultural bank gets high marks from 
town and township enterprises and has been com- 
mended many times by the leadership of the provincial 
party committee and the provincial government for its 
exceptionally productive work. 
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Controversial Issues About Educational Reform 


93CM0407B Fuzhou JIAOYU PINGLUN 
[EDUCATIONAL REVIEW] in Chinese No 51, 
20 Jun 93 pp 7-11 


[Article by Mei Zeming: “Moving Toward the Market— 
The Choice Really Facing China’s Educational 
Reform”’] 


[Excerpt] [passage omitted] In the last couple of years, 
the research focus, and hot topic of education theory 
circles, has concentrated on the issue of the relationship 
between socialist market economy and educational 
reform. The issue of whether to commercialize and 
market education is an issue concerning the precondi- 
tion for making education suited to market economy. In 
the theoretical community, there are mainly three views: 


The first view can be called the “theory of total commer- 
cialization.” That is, in this view, schools should be 
pushed toward the market in a thorough manner so that 
they can be subject to the market’s selection and exam- 
ination; and such a development is considered to repre- 
sent the inevitable trend as well as the key to continuing 
educational reform. The main supporting argument is 
that the reason it is difficult to continue educational 
reform is because schools are not economically indepen- 
dent. To make them independent, reform must be con- 
tinued, and education must be commercialized. It is 
argued that the commercialization of education can 
ensure in a fundamental way that the idea, “education 
must serve socialist construction and socialist construc- 
tion must rely on education,” is truly implemented, for 
the commercialization of education will lead to a fair 
value-exchange relationship between education and eco- 
nomic construction; it is argued that education is not a 
public undertaking, but an industry, and that if it is an 
industry, then introducing the “paid education system” 
and “commercializing education” would be logical steps. 
It is argued that the complete transformation of Chinese 
society presently under way will inevitably require that 
institutions of higher education supply the socialist 
market with trained personnel “products” and science 
and technology “products.” 


The second view can be called the “theory of partial 
commercialization.” That is, while the important role of 
market in education is recognized, such a role is consid- 
ered to be a limited one, instead of an omnipotent one. 
Market mechanisms can be introduced intc the educa- 
tion sector in many ways; and education is commercial 
to some extent. However, education should not be totally 
commercialized and regulated by the market. The theo- 
retical arguments are: Under conditions of market 
economy it is proper for the laws of value and supply and 
demand relationships to have impact on education, but 
education is a project to train people, has its own special 
laws, and cannot use economic laws to totally replace the 
laws of education. Besides the economic function, edu- 
cation also performs many other functions such as polit- 
ical and cultural functions. Just as education should not 
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be totally politicized, education should not be totally 
commercialized. Furthermore, the basic economic func- 
tion of education is to train the labor force needed for 
economic and social development. Education has char- 
acteristics such as being long term, delayed effects, and 
aftereffects, training people cannot move entirely in 
ssadiete ath Gam titties, titinaie, GAUL aon ont 
Organizations engaged in material production, do not 
directly produce economic returns, and are not respon- 
sible for profits and losses. The value of the intelligence 
superiority of trained personnel produced by education 
cannot be immediately determined in terms of market 
values; and some negative effects of the market will 
mislead educational development. 


The third view can be called the “theory of no commer- 
cialization.” Those holding this view believe that market 
economy does influence education, but it is even more 
necessary to run education in accordance with the laws 
of education. 


The theoretical community has very different views on 
the issue of commercializing education and having edu- 
cation regulated by the market. Such a situation is good, 
and shows the theoretical community’s concern with the 
issue of relationship between education and socialist 
market economy. It also shows that the issue of whether 
to commercialize education and have education regu- 
lated by the market is really the key issue in educational 
reform, and that it is necessary to be doubly cautious and 
make the right choice. However, theory guides practice; 
theoretical dissension inevitably leads to confusion in 
practice. This is also a main reason why the education 
sector has not yet achieved any big breakthroughs in 
terms of taking the initiative in making education suited 
to the development of socialist market economy. A large 
number of schools still operate on the basis of the old 
schemes and old models characteristic of the planned 
system. Some market-oriented reform measures often 
mean that the administrative and planning bodies make 
adjustments in accordance with market demand; such a 
situation is in fact plan-based regulation which operates 
under the influence of the market. Such reform cannot 
meet the needs of market economy, and can only be 
regarded as transitional reform and incomplete reform. 


In recent years, revolving around meeting the require- 
ments of the system of socialist market economy, some 
provinces and municipalities, and some schools have 
really made a lot of effort in reform, and adopted a series 
of reform measures. In terms of their effects on the 
project of establishing a new educational system suited 
to market economy, reform measures may not have been 
based on mature theories and may be difficult to put into 
practice; but there have been some real breakthroughs. 
For instance, some institutions of high education 
reformed their internal management systems, student 
recruitment and employment systems, scientific and 
technological service systems, and tuition systems; some 
primary and secondary schools reformed the systems 
governing the opening and running of schools. However, 
some theoretical confusion has emerged in the process of 
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practical work, and this situation has to some extent 
affected the reform practice. 


The first point of confusion: educational reform or eco- 
nomic reform? This should be a clear-cut issue: reform in 
the education sphere certainly is educational reform. In 
terms of the functions of education, education should 
perform the function of serving social economy, and 
therefore educational reforn: does face the issue of how 
to better serve the economy; but this does not eliminate 
economic reform. But the a :tual situation is exactly the 
opposite. Currently, educat onal reform mostly revolves 
around the issues of how tc improve the conditions for 
operating schools and how to increase teachers’ and 
other employees’ benefits. ( ollecting tuition for educa- 
tion, breaking walls to open stores, and opening school- 
run enterprises and school-run companies—which are 
activities resulting from placing excessive emphasis on 
the economic returns produced by reform—are all eco- 
nomic activities. The practitioners cannot but ask: Is it 
educational reform or economic reform that is going on? 
Is it the case that educational reform can be accom- 
plished only by using economic forms and means? 
Which stage must the reform in economic forms reach 
oo can bring about substantive educational 
‘orm? 


The second point of confusion: What is the fundamental 
goal of reform? Educational reform has numerous 
aspects and involves numerous things, but the there 
must be a basic goal. Just as the goal of economic reform 
is economic development and overall social progress, the 
fundamental goal of educational reform is to train peo- 
ple—builders and successors who have ideals, moral 
integrity, and culture and who are disciplined. There- 
fore, whatever reform measures are adopted in practice 
and whatever approaches are used, they should all be 
used to promote the ultimate goal. Of course, education 
should perform the function of serving social and eco- 
nomic development; but such function is mainly per- 
formed through training people who serve society, 
instead of through directly producing economic returns. 
To look at some phenomena in the current education 
practice from this perspective, we can see that the goal of 
educational reform has not been made very clear. Thus, 
not surprisingly, principals who are busy all the time say 
with deep feeling that it is not clear whether they are now 
providing education or doing economic work. Principals 
devote most of their energy to creating revenues for the 
schools as well as bonuses and benefits for teachers and 
other employees, and thus have no time to do educa- 
tional work. Consequently, it is out of the question that 
they can proceed with reform on the basis of viewing 
reform more from the perspective of training people. 


The third point of confusion: Has the quality of education 
been raised or lowered? This is an issue concerning 
educational reform that causes the most attention. Fun- 
damentally, herein also lies the key criterion for deter- 
mining whether educational reform is a success or a 
failure. Many comrades in the education front line— 
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including the head officials of schools that have done a 
good job of carrying out educational reform—express 
deep concern over the quality of education at the present 
time. Some comrades believe that such a situation is 
related to the fact that the head officials of schools are 
busy creating revenues, have difficulty concentrating 
their time and energy on the matter of teaching, and the 
fact that students are not sufficiently motivated. A small 
number of comrades believe that we cannot simply say 
the quality of education at the present time has been 
raised or that the quality has been lowered. Although 
students are doing worse than before in terms of knowl- 
edge and classroom learning, their social ability, foreign 
language proficiency, and ability to adapt to job condi- 
tions have improved in a comparative sense. Neverthe- 
less, it is commonly agreed that students are not suffi- 
ciently motivated, and that the enthusiasm for study on 
campuses is declining on a widespread basis, which has 
aroused worry across the educational community. 


The fourth point of confusion: Is such a state of affairs 
going to be a permanent one or a temporary one? In 
recent years, many schools have made all kinds of effort 
to secure sources of funds, and have achieved great 
successes in improving schools’ economic conditions, 
thereby making effective contributions to alleviating the 
difficulties relating to the provision of educational 
funds. On this basis, some schools have achieved sub- 
stantial development. However, schools’ personnel- 
related expenditures are growing continuously. The state 
has adopted policies of increasing teachers’ and other 
employees’ wages and other benefits, and has also made 
schools responsible for finding ways to implement these 
policies, thereby adding to the burden on the schools. In 
addition, society has imposed more and more levies of 
various kinds on schools. Thus, the head officials of 
many schools feel that the burden has become unbear- 
able, and always hope that the current methods of raising 
educational funds are only temporary; and they are eager 
to get out of this business and return to their teaching or 
teaching-management positions. They hope that schools 
have a stable, guaranteed funding source and channel so 
that there is no need to wear themselves out in order to 
secure funds. Nevertheless, in terms of the actual situa- 
tion, the Program on Educational Reform and Develop- 
ment of China issued by the CPC Central Committee 
and the State Council has clearly stipulated that while 
educational funds should come mainly from the state’s 
fiscal appropriations, educational funds are also to be 
raised through multiple channels. The schools’ effort to 
exploit fully their own potential and develop various 
channels, so as to raise funds, will remain an important 
part of the solution to the problem of educational funds 
in the 1990s. 


On the one hand, confusion on the part of the pioneers of 
educational reform shows thai educational reform is a 
project of social systems engineering, involves all sectors 
of society, and that reform is a difficult process of 
groping one’s way forward. On the other hand, such 
confusion also demonstrates the deficiencies of the 





Tao Siju on Improving Urban Police Patrols 
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[Article by Zhao Shengwen (6392 0524 2429): “Tao Siju 
Points Out: Establishment of an Urban Police Patrol 


System Is a Major Gap in Reform” 
Bian Qingjiang [6708 3237 3068] and 


areas, there are close to 100 million laborers who have 
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present, 
forces; where conditions do not exist, local police sub- 


Tianjin Party Committee Secretary Gao Dezhan [7559 


1795 0594], Public Security Department Deputy Chief 
Mou Xinsheng [3664 2450 3932], and other comrades 
made presentations at the meeting. 


Another dispatch: Public Security Chief Tao Siju was in 
Tianjin between 24 and 26 June, and extended greetings 
in the torturous heat to on-duty traffic police and peo- 
ple’s patrol police, visiting the public security branch 
office, the PAP branch 


' 
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punishment” policy, increase their abilty to manage and 
control society, accelerate reform of the public security 
system, strengthen unit self-development, and better 
adopt to the demands made on public security work by 
the new situation. 


Public Security Ministry Circular on Peasant 


93CM0399B Beijing RENMIN GONGAN BAO 


[Text] The Public Security Ministry recently issued a 
ually reducing peasant burdens. 

The circular notes that since the beginning of the year, 
the majority of local public security organs have consci- 


a 
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also some local public security organs which 
slowly, and some have even continued to 
their own items and standards for fee colilec- 
mandatory collection of assistance fees, service 
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ic security joint defense work must 
iple of following the wishes of the 
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and they must be overhauled, reorganized and 
retrenched, organized by the residential (rural area) 
public security committee, and their required fees should 
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be determined by local finances. Public security police 
substations should not go to the peasant masses to collect 
public security joint defense fees. 

2) In handling rural residence identity cards, temporary 


credentials, we must collect cost fees in accordance with 
standards checked anc ratified by the Central Com- 


tion. It is strictly forbidden to collect additional fees such 
as assistance, donation and management fees or service 
fees when handling for peasants the documents 
described above. 


3) Rural public security police substations’ “standard 
fulfillment” activities should be researched and ie- 
examined, and all “hard” standards should be elimi- 


nated without exception. Improvement of rural police 


MILITARY, PUBLIC SECURITY 35 


tions equipment must not be achieved through extortion 
of property from the rural masses or township enter- 
prises. 


4) Rural public security police substations must not 
participate in mandatory apportionment, fund raising, 
collection of fees in advance, or other such activities, and 
must not send policemen to participate in any activity 
where autonomously determine projects 
and set standards for collecting mandatory fees or fines. 


The circular notes that it is necessary to make this work 
this year’s focal point for public security disciplinary 
inspection and supervisory departments, and conscien- 
tiously pay close attention to it and master it well. For 
units which are given orders but do not execute them, or 
have been forbidden but do not stop, it is necessary to 
circulate a notice of criticism, and the relevant leaders 
and responsible people must be dealt with in a serious 
manner. 
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GATT Entry Te Benefit Both Sides of Strait 


93CE0702A Beijing JINGJI GUANLI [ECONOMIC 
MANAGEMENT] in Chinese No 173, 5 May 93 
pp 62-64] 


[Article by Yao Lixin (1202 4539 2450): “The Effect of 
GATT Entry on Economic and Trade Relations Between 
Both Sides of the Taiwan Strait”) 

[Text] China is about to recover its GATT signatory 
status, and Taiwan will also enter GATT afterward as a 
separate tariff zone of China. This is bound to have a 
positive and important effect on economic and trade 
relations between both sides of the strait. We must seize 
the opportunity and guide action adroitly according to 
circumstances to open up new prospects. 


1. GATT Will Development of Trade 
oy hn Between Both Sides of the Strait 


Because of the artifical stumbling blocks that the Taiwan 
authorities have placed in the way, indirect trade has 
been the major ingredient and the major form of trade 
relations between both sides of the strait. The inability of 
both partners to deliver and settle i both 
increases costs and business risks, but also wastes time 
and energy. It is a serious impediment to the expansion 
of trade and between both sides of the strait. 
In addition, the Taiwan authorities place various limita- 
tions on the indirect to Taiwan of mainiand 


products. As of the end of April, they permitted the 
244 mainland agricultural 


exported to the mainland. Obviously, trade across the 
strait is not yet equal, fair, free, and direct. 


Once the China mainland and Taiwan enter GATT, the 
existing policy of the Taiwan authorities of permitting 
only indirect trade will conflict with the spirit of GATT. 
Thus, they will have to dismantle the various artificial 
impediments and develop normal direct trade between 
both sides of the strait. 


Trade between the two sides of the strait holds substan- 
tial mutual benefit. China mainland commodities in the 
form of natural resources and raw materials, some indus- 
trial manufactures and semi-manufactures, technolog- 
ical products, and sideline, and native spe- 
cialties have great Taiwan export potential. We should 
make full use of applicable GATT regulations and gen- 
eral principles that prohibit the restriction of quantities 
to make the Taiwan authorities life restrictions on direct 
trade across the strait, actively dcveloping exports with 
the Taiwan, Penghu, Kinmen, and Matsu independent 
tariff zone,“ and effectively changing the huge mainland 
adverse balance of payments. 
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2. GATT Entry Helpful in Attracting Taiwan 
Businessman Investment in the Mainland 


Once China enters GATT, the international climate for 
development of its economy will greatly improve. This 
will be manifested particularly in the following ways: As 
a GATT signatory nation, China will receive uncondi- 
tional most favored nation treatment. Some nations will 
revoke their discriminatory trade measures, their unjust 
trade treatment, and restrictions on the export of high 


developing 
conditions will help Taiwan-owned enterprises on the 
mainland to expand their international survival and 
development space to win better economic returns. The 
attraction of these profits will spur more Taiwan traders 
to invest in the mainland. 


Twenty-two nations including the EC, Japan, and 
Canada accord China general preference treatment 
today, but the United States has yet to extend general 
preference treatment to China. As of | January 1989, the 
United States cancelled general preference treatment for 
Taiwan. Once it enters GATT, China can obtain general 
preference treatment from the United States on the basis 
of American trade laws. This will create new opportuni- 
ties for Taiwan traders, for whom the American market 
has been the traditional market, to invest in the main- 
land. The country of origin provision of America’s 
general preference system program use‘ a percentage as a 
standard. It requires that the value of fiavored nation raw 
materials and labor (not including «rdinary expenses) 
account for more than 35 percent of a product’s export 
price. For a product of a Taiwan-owried mainland enter- 
prise to enjoy American general preference treatment 
when it is sold in the United States, it must use a fairly 
large amount of mainland raw and processed materials 
or parts. To a certain extent, this will quicken the 
development of products of Chine‘se origin. It will spur 
the development of domestic industries concerned, and 
it will increase the macroeconomiic returns of Taiwan- 
owned enterprises in mainland C’hina. 


Once China enters GATT, China mainland markets will 
be further opened to the outsile world. This will also 
become a powerful force in attracting Taiwan busi- 
nessmen to invest in mainland China. If Taiwan-owned 
enterprises want to take over riore mainland markets, or 
in order for them to maintain and increase their market 
share, they will have to face competition from mainland 
products. They will also have to face competition from 
developed countries’ produc:ts. This situation will force 
Taiwan-owned enterprises to improve their manage- 
ment, to increase the technological level of their prod- 
ucts, to speed up the technological updating of their 
—_ and to improve the cjuality of their enterprise as a 
whole. 
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To meet this new situation in Taiwan trader investment 
in the mainland, mainland China departments con- 
cerned should prepare measures for better channelling of 
Taiwan investment. 


td gti | Le ay hea Oy 
——e rade Between Both Sides of 


The “Uruguay Round” of multilateral trade negotiations 
has extended the GATT system to trade in services, to 
trade-related investment measures, and to trade-related 
intellectual property (i.e., TIS, TRIM and TRIP). These 
are also the very fields in which buttressing is needed for 
the development of economic and trade relations 
between both sides of the strait. The results of these talks 
should be used to open the way. 

Both sides of the strait are now actively initiating scien- 
tific and technical exchanges and cooperation. Scientific 
and technical cooperation between both sides of the 
strait is very beneficial to both parties. Mainland China 
has a well developed scientific research system. It has 
made outstanding achievements in basic science and in 
the high and new technology fields. It also has a galaxy of 
scientific and technical talent, but its scientific and 
technical achievements have not been very much com- 
mercialized. Taiwan has rich achievements and experi- 
ence in the development and management of industrial 
applied science and technology. It also has plentiful 
funds, but it lacks sufficient technical personnel in high 
and new science and technology, and in scientific 
research. Scientific and technical exchanges and cooper- 
ation between both sides of the strait is a fine achieve- 
ment in which the strong points of one side offset the 
weaknesses of the other and that is of mutual benefit. 
Mainland high and new science and technology exported 
to Taiwan can be commercialized through the use of 
Taiwan capital. It can also satisfy Taiwan’s need for high 
and new science and technology, and for key compo- 
nents technology for a new round of upgrading of Tai- 
wan’s incustrial structure. At the same time, the export 
to the mainland of Taiwan's sophisticated applied indus- 
trial science and technology can accelerate development 
of the mainland’s economy. Smooth scientific and tech- 
nical exchanges and cooperation to enable Chinese on 
both sides of the strait to link hands for the joint 
development of high and new technology industries 
requires cooperation on the protection of intellectual 
property rights as a prerequisite. Cooperation between 
both sides of the strait in this regard has already begun, 
but it is a long way from satisfying requirements for 
scientific and technical exchange and cooperation on 
both sides of the strait. Following entry into GATT, we 
can use the new intellectual property rights protection 
provisions that GATT has recently established to 
advance and enhance cooperation in the protection of 
intellectual property rights on both sides of the strait. We 
can fashion a benign and interactive mechanism that 
ensures that scientific and technical exchanges and coop- 
eration between both sides of the strait develops in a 
healthy way. 
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The requirement for removal of restraints on trade in 
services is an important component of the “Uruguay 
round of negotiations.” China has already decontrolled 
some tertiary industries to permit foreign trader invest- 
ment and operation. Taiwan already permits some ser- 
vice businesses to invest indirectly in the mainiand. 
Following GATT entry, trade in services on both sides of 
the strait will see even greater and more rapid develop- 
ment. Since Taiwan’s service businesses have plentiful 


nesses. Thus, we will have to make full use of the 
framework for trade in services reached in the “Uruguay 
round of negotiations” to draw up complete plans and 
policies for the development and opening up of China’s 
trade in services. We will also have to improve services 
trade legislation, enacting measures for each 
sale i> aieints Gis taias Gelitaiines & eal fa 
services on both sides of the strait. For the present and 
for a long time to come, we will have to make active 
efforts to develop labor cooperation with Taiwan, urging 
the Taiwan authorities to remove restrictions on the 
entry of mainland ‘abor into Taiwan to promote the full 
development of b. °sral trade in services between both 
sides of the strait. 


The “Uruguay round of negotiations” has already fash- 
ioned a “bill” on investment measures pertaining to 
trade. Nothing in China’s “State Council Provisions on 
Encouraging Taiwan Compatriots To Invest,” and its 
derivative foreign investment laws and regulations con- 
flict with the prohibitions of that “bill.” It is noteworthy 
that these “Provisions” provide Taiwan investors 
greater preference than foreign investors. This is 
expressed specifically in seven regards including the 
form of investment, the scale of investment, the areas of 
investment, the machinery and equipment in which 
investment is made, the period of time required for 
examination and approval of applications to set up 
enterprises, the period that investment enterprises may 
be operated, and taxation policy. This plays a positive 
role in encouraging Taiwan businessmen to invest in the 
mainland. Following China’s GATT entry, various 
members of GATT will very likely attack this provision, 
criticizing us for violating the third country no discrim- 
ination principle. We should ready countermeasures. 
First of all, we should not yield on the principle. Eco- 
nomic cooperation between both sides of the strait is 
domestic economic cooperation conducted in accor- 
dance with international practice. We must be sure to 
guard against cooperation between China, as a GATT 
signatory nation, with the “Taiwan, Penghu, Kinmen, 
and Matsu independent tariff zone” leading to the inter- 
nationalization or complication of the Taiwan issue. 
Taiwan is a province of China. The investment of 
Taiwan compatriots in the mainland is domestic invest- 
ment. Taiwan investors are not foreigners. Granting 
Taiwan investors certain special preference has nothing 
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to do with discrimination against third country inves- 
tors. Second, we should employ a pragmatic attitude, 
handling in different ways the conditions for granting 
different preference to Taiwan and foreign investors. For 
exaniple, in promoting the special preferences accorded 
foreign investors in practice (form of investment, scale of 
investment, and fields of investment), we can explicitly 
provide applicability to foreign investors, etc. Of course, 
am peony > i amaaneeaeeae cman 
study and prudent decisions. 


4. GATT Entry Will Help Normalization of Economic 
and Trade Relations Between Both Sides of the Strait 


Following GATT entry, naturally the development of 
economic and trade relations between both sides of the 
strait will be bound by GATT prewisions. This will make 
it difficult for the Taiwan authorities to continue to 
impose restrictive policies unilaterally; thus, the interac- 
tive readjustment of economic and trade polices on both 
sides of the strait will become a new powerful force that 
propels full of economic and trade rela- 
tions between both sides of the strait. 
With the rapid development of economic and trade 
relations between both side of the strait, trade contro- 
versies between both sides of the strait will increase. 
Under existing conditions, the handling of trade contro- 
versies between both sides of the strait is very difficult. 
Following entry into GATT, economic and trade contro- 
versies between both sides of the strait can be amelio- 
rated, discussed, and solved through the GATT contro- 
versy resolution mechanism. This will create a stable 
climate for the normal development of economic and 
trade relations between both sides of the strait, and it will 
also create opportunities and conditions for economic 
and trade talks between both sides of the strait. Both 
sides of the strait must conduct regular contacts, negoti- 
ations, and discussions within the GATT system. In 
addition, only through economic and trade negotiations 
can suitable means to adjust economic and trade rela- 
tions between both sides of the strait be found. Such 
regular contacts, negotiations, and discussions will strike 
a powerful blow against the “no contact, no negotiations, 
and no compromise” policy of the Taiwan authorities. 
Unification is the trend of the times and the desire of the 
people. We hope that the Taiwan authorities will take the 
opportunity that entry into GATT provides to conduct 
concrete and realistic discussions with the mainland, and 
to use this as a fine beginning for “peace talks” between 
both sides of the strait. 


5. GATT Entry Will Economic Ties and 
Cooperation Among the Chine Mainland, Talon: Fong 
atin 


Hong Kong and Macao are currently independent tariff 
zones in GATT. Once the mainland and Taiwan enter 
GATT in succession, the four parties will become mem- 
bers of GATT. GATT permits signatory parties to estab- 
lish free trade zones and tariff federations among them- 
selves, and it does not require that equal treatment be 
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given to nonintegrated members in accordance with the 
most favored nation clause. Such a regional trade 
arrangement must abide by GATT principles. Favored 
treatment among member states may not lead to an 
increase in trade barriers against nonmember states, 
member state tariffs and trade regulations that affect 
trade may not be more severe than before the cstablish- 
ment of the free trade zone and the tariff federation. All 
GATT signatory nations are to adopt a lenient attitude 
toward the integration plans of such a zone, and regard it 
as a means of advancing economic development. 


Since the advent of reform and opening to the outside 
world, mainland China’s economic relations with Hong 
Kong and Macao have developed rapidly. In fact, an 

interdependent economic cooperation relationship or 
coordination system has begun to take shape spontanc- 
ously, and it has already produced some real economic 
benefits for all parties concerned. However, this is a long 
way from meeting requirements for development of the 
situation. It requires further improvement. 


We can employ the permission for regional trade 
arrangements that GATT provides to establish regional 
economic cooperation among the four member parties: 
the China mainland, Taiwan, Hong Kong, and Macao, 
thereby effectively promoting development of economic 
cooperation selationships in this region. This is in 
keeping with the trend toward regionalization and the 
formation of blocs in the world economy, and it is also 
necessary for the economic devziopment of the four 
parties. 

This “quadripartite economic coordination system” is a 
special form of regional economic cooperation. Its coop- 
eration mechanism may be characterized as follows: (1) 
It is interregional economic cooperation among regions 
having different political, economic, and social 

within the overall national sphere of China. It differs 
from economic cooperation or economic integration 
among different nations. Much less is it a political 
alliance; consequently, it even more requires coopera- 
tion, and the joint efforts of all parties. It requires 
constant exploration and practice. (2) It is an open and 
multilateral system. The four parties employ coordina- 
tion and planning to enhance exchanges and cooperation 
to advance economic development throughout the 
region for the general benefit of all parties. The external 
economic and trade relationship that the four parties 
individually form over a long period continues to be 
maintained and developed. 


In addition to providing preferences in the fields of trade and 
investment, the establishment of the “quadripartite eco- 
nomic coordination system” liberalizes restrictions in var- 
ious regards including taxation. Thus, not only can coordi- 
nation develop in a political climate of mutual coordination 
and appropriate preferences, but attention must be given to 
the application of pertinent provisions of GATT to advance 
interactive coordination of the economic and trade policies 
of the four parties, and for greater coordination of regional 
industrial development (mostly including the industrial 
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structure, the techziohgical make-up, the product mix, and 
the organizational structure of enterprises). In this way, the 


economic growth and upgrading of the industrial structure of 


one of the partners in cooperation helps stimulate the 
economic development and improvement of the industrial 
competitiveness of the other partners in cooperation. 


The “quadripartite economic coordination system” is an 
economic union, but it will doubtlessly promote China’s 
unification, and promote balance and stability in the 
Asia-Pacific region. Thus, it will make a contribution to 
the economic development of the entire Asia-Pacific 
region and even the world. 
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Koo-Wang Talks in Retrospect 
93CM0368A Hong Kong CHIU-SHIH NIEN-TAI [THE 
NINETIES] in Chinese No 282, 1 Jun 93 pp 55-59 


[Interview with Chiu Chin-yi (6726 6651 4135), deputy 
director and secretary general of the Association for 
Relations Across the Taiwan Strait, by CHIU-SHIH 
NIEN-TAI reporter Li Yi (2621 1837) in Taipei on 5 
May: “They Have Maneuvering Room but Our Hands 
Are Tied”’] 


[Excerpt] [passage omitted] 


[CHIU-SHIH NIEN-TAI] This was the first time you 
directly dealt with the Chinese Communists. What was 
your experience? 


[Chiu Chin-yi] Since you mentioned dealing with the 
CPC, many people in Taiwan can still recall the Chun- 
gking negotiations and the KMT-CPC peace talks. We 
lost on both occasions. Several years ago there was a 
round of negotiations with Beijing after Wang Hsi-chueh 
[3769 6932 3935] hijacked a China Airlines cargo plane 
and forced it to fly to the mainland. Then there were the 
Quemoy talks. Both rounds of negotiations were limited 
in nature and highly circumscribed in scope. Never 
before have negotiations between the two sides of the 
strait been as broad or on such a large scale. We had read 
reams of data on the CPC. What we lacked was the 
experience of dealing with them first hand, face to face. 


For instance, it did occur to us that they might play a 
little trick. But we did not expect Wang Daohan [3076 
6670 3211] to announce on the very first day that Mr. 
Jiang Zemin and Mr. Li Peng would like to send their 
regards to Mr. Koo Chen-fu [6581 2182 3940], and 
indirectly through him, to Mr. Li Teng-hui [2621 4098 
6540), Mr. Lien Chan [6647 2069], and Mr. Hao Po-tsun 
[6787 2672 2625]. Their prepared text did not contain 
this passage. Moreover, it was agreed by the two sides 
beforehand that the prepared text along with the speech 
to be read by Mr. Koo would be exchanged at the end of 
the two days of negotiations and made part of the record. 
Unexpectedly Tang Shubei [0781 2885 0271] came to 
me as soon as the curtain went up on the talks to tell me 
that the speech had been printed and was ready for 
distribution. I was caught unprepared. I could not pos- 
sibly tell him he could not distribute it. His opening 
remarks along with references to the “three exchanges” 
in the speech g.ve reporters the impression that the talks 
were a highly political affair. I believe their intent was to 
highlight the political aspect of the talks while down- 
playing their private, business side. 


Such is the nature of the CPC. It has its own schemes, its 
own traps to ensnare you. Next time we will not be taken 


in again. 


{CHIU-SHIH NIEN-TAI] If something similar happens 
again, what will you do? 
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{Chiu Chin-yi] If they talk in that vein again, we would 
say greetings like those are unnecessary because there are 
no official ties between us. 


[CHIU-SHIH NIEN-TAI] Did Mr. Wang speak this 
time? 


[Chiu Chin-yi] Minor things can shed light on their 
grand design. Last time I visited Beijing, Tang Shubei 
was most courteous, asking me to speak first. And so I 
did. During the preparatory conference in Singapore, 
Tang Shubei asked me who should speak first this time 
around. It would have been embarrassing for me to insist 
that we again be the first to speak, so I asked him to go 
first. As soon as he opened his mouth, the greetings came 
out. 


Or take the latest round of signatures. When we initiated 
the agreement in Beijing, Tang Shubei had me sit at his 
right. This time he asked me: “Mr. Chiu, how should we 
sit?” I said: “Since there are altogether four agreements 
to be signed, let us first sign two with Mr. Wang Daohan 
sitting at the right. We will sign the next two with Mr. 
Koo Chen-fu sitting at the right.” So they traded places 
mid-course, to the laughter of the more than 20C 
reporters present. This shows that reciprocity was sought 
even in seating arrangements. 


{CHIU-SHIH NIEN-TAI] Were there discrepancies 
between the meeting in Singapore and the understanding 
the two sides had arrived at back in Beijing? 


[Chiu Chin-yi] Of course there were discrepancies. The 
“three exchanges” were not on the agenda. 


[CHIU-SHIH NIEN-TAI] What about guarantees for 
Taiwan businessmen investing in the mainland? They 
were not on the agenda either, were they? 


[Chiu Chin-yi] They were. Some progress had been made 
in that regard in Beijing. So we gave it a name: invest- 
ment rights and benefits for Taiwan companies investing 
in the mainland and visits to Taiwan by trade and 
economic figures on the mainland. Neither the “three 
exchanges” nor the labor issue was on the agenda. Mr. 
Wang Daohan’s speech went beyond what we agreed 
upon in Beijing. 

They argued that the “three exchanges” issue is an 
economic issue, not a political matter, and should there- 
fore be put on the conference table. To us, it is a political 
issue. Their trick was to bring up the subject during the 
talks. If we responded, if only to voice our objections, 
they could then argue that the “three exchanges” issue 
was discussed during the talks and that we could not 
deny it. Then when we went home, we would be chided 
by many people: You were not authorized to talk about 
the “three exchanges,” why did you do so? So as soon as 
Mr. Koo Chen-fu and I saw the way things were going, 
we decided against taking up the matter, saying we 
would not talk about it further. It was the other side 
which unilaterally raised the matter. Actually this is a 
legitimate practice tactically speaking. 
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Of course, we could have counter-attacked. However, as 
I pointed out at the press conference later, the “three 
exchanges” were not part of the understanding and went 
beyond what the two sides had agreed upon. Subse- 
quently few editorial writers came out in support of their 
position, which was that the “three exchanges” should be 
brought up and discussed. The other side did not achieve 
what it set out to do, which was to influence public 


opinion. 


[(CHIU-SHIH NIEN-TAI] The “three exchanges” issue 
was not taken up. Then what about guarantees for 
Taiwan business? How come the two sides could not 
reach an agreement on that issue? 


[Chiu Chin-yi] Actually the main problem here is the 
inconsistency in our own policy. We want the mainland 
to provide guarantees to Taiwan firms which invest 
there. Why? Because we are not in a position to provide 
them. Many governments provide credit guarantees for 
their nationals investing overseas. We are not able to 
provide such guarantees, so we ask the communists to do 
so. If the mainland says, “Fine. I give you full guaran- 
tees. Whatever you want, I'll give it to you.” Guess what 
happens? Everybody would invest in the mainland, 
leaving nothing for Taiwan. Certainly this is not the 
government’s policy. 


What Tang Shubei said made sense, but he was too 
blunt; his words hurt our pride. He told reporters, ““What 
credentials does the Association for Relations Across the 
Taiwan Strait have to talk about this matter with us? 
Taiwan does not even recognize there is direct Saiwan 
investment in the mainland. In other words, it is some- 
thing between us and Taiwan investors. What right does 
the association ave to demand guarantees?” I also 
spoke at the press conference afterwards. I said, “First of 
all, Mr. Tang Shubei’s language was too strong. If indi- 
rect investors do not include Taiwan businessmen, how 
do you account for the 22 regulations of the State 
Council on investment guarantees for Taiwan investors? 
Second, we at the association have been instructed by 
our government to handle bi-coastal relations. Now 
Taiwan businessmen have come to us saying the com- 
munists’ guarantees are not adequate. The Association 
for Relations Across the Taiwan Strait certainly has the 
obligation to discuss this matter with the mainland. If 
the mainland considers it off-limits, it should have told 
me back in Beijing. I raised the matter in Beijing and he 
took it up. We argued about it, and he agreed to put it on 
the agenda.” 


{CHIU-SHIH NIEN-TAI] What is your personal impres- 
sion of Tang Shubei? 


[Chiu Chin-yi] Very tough. He enjoys a good deal of trust 
within the CPC. He has had the most contacts with 
people from Taiwan, including members of the Legisla- 
tive Yuan, and is well informed about Taiwan. He also 
has a good understanding of his opponent’s position and 
attitudes. Although he sticks to his stance, he can do an 
about-face faster than you expect when he decides to 
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compromise. Needless to say, there is a limit to how 
much concessions he would make. He is a very tough 
person to negotiate with. 


[CHIU-SHIH NIEN-TAI] Overall what do you think of 
the Chinese Communists’ negotiating methods? 


[Chiu Chin-yi] Well organized. Quite frankly they did 
not have a coherent plan during my first trip to Beijing. 
The reason was that they did not expect the talks to get 
so specific, so detailed. In Beijing, we had a plan for 
every issue. They did not. We came across as having 
done our homework. The day after we left Beijing, 
officials from the Taiwan office of the State Council and 
the Taiwan Foundation met in Xiangshan. The meeting 
lasted three days and made preparations for the second 
phase of the Koo-Wang talks. This explains why they got 
their act together for the latest conference. 


They are well organized and have an overall philosophy 
and a coherent negotiating approach. For instance, 
sending the greetings, bringing up the “three exchanges,” 
and arguing that the “three exchanges” is an economic 
issue as well as the way they responded to the matter of 
providing guarantees to Taiwan investors all indicate a 
consistent and tightly woven strategy. All in all they are 
an army of negotiators. The CPC started out as propa- 
gandists and negotiators. Ever since Zhou Enlai’s days, 
thev have taken great pains to perfect their negotiation 
skills, which is why they have seldom lost. In contrast, as 
a pluralistic society, we have had some difficulty han- 
dling them. 


[CHIU-SHIH NIEN-TAI] What was your negotiating 
strategy? 


[Chiu Chin-yi] Essentially my strategy was to make them 
realize the reality. Basically they follow the socialist logic 
in their thinking and do not make the slightest conces- 
sion. The challenge was to make them depart a little from 
this thinking logic, take a look at the real world, and 
therefore adopt a pragmatic attitude toward solving 
problems. The alternative is to get entangled in broad 
conceptual and ideological issues which we can argue 
about endlessly without arriving at any conclusion. I said 
to them, “I come to Beijing to work out problems. How? 
Through discussion. I am not here to argue, let alone 
debate. In an argument or debate, there are winners or 
losers, those who are right and those who are wrong. This 
is nt the attitude we should have in a discussion. We 
want to do a good job, so we must talk.” Tang Shubei 
strongly approved of my pragmatic attitude and adopted 
a similarly pragmatic attitude himself without aban- 
doning his way of thinking or background. 


[CHIU-SHIH NIEN-TAI] How do you assess the out- 
come of this round of negotiations? Who won, who lost? 


[Chiu Chin-yi] There are no winners or losers. When I 
first met Tang Shubei, I said, “Let us not talk about who 
wins and who loses in our negotiations. When one side 
wins, the other side is bound to lose. In reality, he does 
not lose, just compromises. In the end both sides get 
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something. We call that a ‘win win’ scenario.” Subse- 
quently he echoed my talk about a “win win” situation. 
If he paid lip service to “win win” but acted as if the 
whole exercise were a “zero sum” game, he would have 
contradicted himself. It was they who lor pag ge 
tiate, so they already won when we agreed to talk. Had 
there been no talks, it would have been a “zero sum” 
situation. Now that the two sides have agreed to talk, we 
must achieve the goals we set for ourselves. Only then 
could we say we have won. 


[{CHIU-SHIH NIEN-TAI] A simple “win-win” situation 
would be one in which Taiwan achieves reciprocity while 
the CPC gets permission from Taiwan to send founda- 
tion officials here. Is that right? 


[Chiu Chin-yi] The agreement says that officials from the 
foundation can visit Taiwan. That is true. But their ranks 
and time of visit—things like that remain to be worked 
out. It is up to us to relax or tighten the rules. Detailed 
arrangements must be approved by both sides. Only 
when they do decide to come would it be necessary for 
the two parties to make arrangements to ease entry and 
departure formalities. 

[CHIU-SHIH NIEN-TAI] What gave you 
trouble in the latest round of negotiations? 


[Chiu Chin-yi] The vexation of domestic politics. Take 
authorization, for example. Back then I already made 
clear that if they wanted me to negotiate, the terms of 
reference must absolutely not be made public. Making 
the terms of reference public would leave me with no 
leverage. Whatever power they gave me, I would just 
keep it close to my heart. Suppose the other side raises a 
matter I find unacceptable. I can say I have not been 
authorized to discuss it. If circumstances change in a way 
that makes it acceptable, I can then shift gears. I need 
bargaining chips in my hands. But what is happening in 
Taiwan now is that whatever your terms of reference, 
broad or narrow, they are published in the newspapers. 
What you are allowed to discuss, what you are not 
allowed to discuss...it is all public knowledge. This 
deprives the negotiator of any bargaining leverage. In 
contrast, Tang Shubei could afford to be much more 
flexible. He said, ““Mr. Chiu, I have not been authorized 
to discuss this matter. But since you mentioned it, I can 
consider it.” If he really had not been authorized to 
discuss it, how could he take up the matter? Clearly it 
was within his terms of reference. So he had room to 
maneuver while we had our hands tied. 


[CHIU-SHIH NIEN-TAI] Would you say this is what 
distinguishes democratic politics from autocratic poli- 
tics? 


the most 


[Chiu Chin-yi] No. Even a democracy does not operate 
the way we do. In a democracy, they tell you the bottom 
line and then leave you alone to negotiate. Negotiation 
involves bargaining. You advance some and retreat 
some. You stick to your guns in some areas and make 
concessions in others. Nobody shows his hand first and 
then negotiates. 
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[CHIU-SHIH NIEN-TAI] Are you bothered by all the 
talk at home about the negotiations? 


[Chiu Chin-yi] This is the political reality in Taiwan. 
Could I let the negotiations break down? Could I tell the 
other side that such and such an outcome was unaccept- 
and then come home empty-handed? No. I hoped 
talks would succeed. But could it be a total success? 
Had the talks succeeded 100 percent, the Democratic 


On the other hand, they must not succeed 100 percent. If 
70? Others would say, why not 50? In short, 


why I said in Singapore I was exhausted. My opponent 
fared differently. At the end of the negotiations, he went 
home and made a report. That’s all. 


(CHIU-SHIH NIEN-TAI] Democratic politics require 
one to be held accountable to the legislature and voters. 


[Chiu Chin-yi] This is not democratic politics. Demo- 
cratic politics work differently. In a democracy, the 
ambassador and the delegate to the talks come home and 
report to the foreign minister. That's all. It is the foreign 
minister who has to face the legislature. The Association 
for Relations Across the Taiwan Strait received its 
authorization from the Mainland Committee of the 
Executive Yuan. Shouldn’t it be sufficient for the asso- 
ciation to report to the Mainland Committee at the end 
of the mission? No. Both the Mainland Committee and 
the association are now required to submit to ques- 
tioning by the Legislative Yuan. If the association does 
not present itself for questioning, the whole budget might 
unravel. Actually it is not my business whether or not the 
association submits itself to questioning by the legisla- 
tors. There is no reason why I have to go before the 
Legislative Yuan to answer questions. Now, however, I 
must go. If there is a law that says organizations like ours 
must submit themselves to questioning by the legisla- 
ture, we would have a legal basis for such questioning. 
But no such law has been adopted. Be that as it may, we 
are still required to answer questions. That is not right. 


[CHIU-SHIH NIEN-TAI] Besides questioning by the 
legislature, are there any other trouble? 


[Chiu Chin-yi] We have to report to many other levels 
besides the Mainland Committee and the Legislative 
Yuan. Two days ago, on 3 May, 15 law-makers asked me 
if I could have lunch with them on 4 May. I talked it over 
with Huang Kun-hui [7806 2492 6540] (chairman and 
member of the Mainland Committee). If I went, he had 
to go too since the law-makers wanted to see him as well. 
In the end we decided to send our deputies instead. 
Informed of the decision, the iaw-makers got so mad that 
they poured forth a torrent of condemnation. Huang 
Kun-hui and I had another discussion and decided we 
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had to go after all. As it turned out, not a single having to spend so much time and energies dealing with 
showed up. They said, “You said you are _—‘ the media from his own country? This is exhausting, and 

going to send deputies. That is not acceptable to us. _— unfair. 

Forget it.” It is up to the law-makers to “forget” it, but : 

a eect py apy = ae a [CHIU-SHIH NIEN-TAI] Have you and director Koo 


tendered your resignations? 


[Chiu Chin-yi] Both of us have said we are exhausted and 
indicated our intention to resign. We'll just have to wait 
and see how things turn out. While in Singapore, I spent 
half a day asking myself why I am doing what I am doing. 
Why me? People all have different opinions and I am 
caught in the middle, forever the object of suspicion. 
Why do I have to do this? [passage omitted] 
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